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INTERNATIONAL  LABOR  STANDARDS 


TUESDAY,  JUNE  28,  1994 

House  of  Representatives, 
Subcommittee  on  International  Development, 

Finance,  Trade  and  Monetary  Policy, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:08  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Barney  Frank  [chair- 
man of  the  subcommittee!  presiding. 

Present:  Chairman  Frank,  Representatives  LaFalce,  Kennedy, 
Kanjorski,  Watt,  Fingerhut,  McCandless,  Roukema,  Huffington, 
Nussle,  and  Sanders. 

Chairman  Frank.  The  hearing  of  the  Subcommittee  on  Inter- 
national Development  wall  come  to  order.  We  are  very  pleased 
today  to  have  as  our  first  witness  the  Secretary  of  Labor,  Robert 
Reich.  There  is  a  major  debate  going  on,  I  am  pleased  to  see,  be- 
cause it  is  a  debate  that  was  long  in  coming  and  I  think  it  is  to 
the  credit  of  the  Administration  and  particularly  Secretary  Reich 
and  others  who  have  joined  it.  The  question  is,  in  a  global  economy, 
where  you  can  make  almost  anything  almost  anywhere  and  sell  it 
almost  anywhere  else,  what  are  the  appropriate  responses  by  our 
government  and  others  in  the  area  of  labor  standards  and  environ- 
mental policy? 

Secretary  Reich  is  under  some  time  constraints,  so  I  am  going  to 
defer  any  longer  opening  statement.  I  hope  my  colleagues  will  join 
me  until  we  can  hear  his  testimony  and  have  a  chance  to  question 
him,  and  then  we  will  take  opening  statements  after  Secretary 
Reich  is  through,  if  that  is  OK.  Mr.  LaFalce. 

Mr.  LaFalce.  Mr.  Chairman,  I  would  like  unanimous  consent  to 
have  my  statement  inserted  in  the  record,  but  I  also  want  to  say 
how  much  I  welcome  Secretary  Reich.  He  first  testified  before  me 
when  I  was  chairman  of  the  Economic  Stabilization  Subcommittee 
in  1983,  and  he  led  a  braintrust  at  that  time  consisting  of  himself, 
Ira  Magaziner,  the  coauthor  of  his  book,  Laura  D'Andrea  Tyson, 
and  Governor  Bill  Clinton  on  the  whole  issue  of  industrial  competi- 
tiveness. 

I  just  want  him  to  know  how  thrilled  I  am  that  that  team  is  now 
striving  for  industrial  competitiveness  with  workers'  rights  as  a 
part  and  parcel  of  the  Administration's  economic  policy. 

[The  prepared  statement  of  Mr.  LaFalce  can  be  found  in  the 
appendix.] 

Chairman  Frank.  I  thank  you.  Let  me  just  add  one  sentence. 
This  has  focused  to  a  great  extent,  this  issue  of  the  rights  of  work- 

(1) 


ing  people  and  others,  has  focused  on  the  trade  area,  and  that  is 
important,  but  partial.  The  multilateral  development  banks,  for  in- 
stance, which  this  subcommittee  deals  with,  are  obviously  an  im- 
portant forum  for  those  kinds  of  questions,  so  this  is  the  beginning 
of  a  serious  legislative  effort  that  I  think  will  end  up  with  some  leg- 
islation that  will  govern  our  participation  in  the  multilateral  devel- 
opment banks. 

Mr.  McCandless. 

Mr.  McCandless.  I  would  yield  to  the  chairman's  request.  I 
think  it  is  a  good  idea  to  hear  from  the  Secretary. 

Chairman  Frank.  I  thank  you,  and  we  will  now  hear  from  Sec- 
retary Reich,  who  has  been  both  intellectually  and  govemmentally 
one  of  the  major  figures  on  this  very  important  issue.  Mr.  Sec- 
retary, please  go  ahead. 

STATEMENT  OF  HON.  ROBERT  B.  REICH,  U.S.  SECRETARY  OF 

LABOR 

Secretary  Reich.  Well,  Mr.  Chairman,  I  want  to  thank  you  for 
the  opportunity  to  testify  before  this  subcommittee.  You  deserve 
enormous  credit  for  tackling  a  subject  whose  importance  is 
matched  only  by  its  complexity. 

This  is  a  subject  on  which  there  is  a  great  deal  of  dispute.  Unfor- 
tunately, a  lot  of  people  in  the  media,  a  lot  of  people  out  in  the 
world  tnink  that  this  is  a  dispute  or  a  discussion  between,  on  the 
one  hand,  free  marketeers  and,  on  the  other  hand,  protectionists. 
They  want  to  put  those  boxes  around  the  positions.  It  is  far  more 
complicated  than  that. 

If  I  have  your  permission,  I  would  like  to  submit  my  testimony 
for  the  record. 

Chairman  FRANK.  Without  objection,  so  ordered. 

Secretary  Reich.  And  simply  outline  the  arguments  here.  The 
issue  is  not  free  markets  versus  protectionism.  The  two  extreme  po- 
sitions with  regard  to  worker  standards,  labor  standards,  neither 
of  those  positions  seems  to  me,  seems  to  this  Administration,  to  be 
very  useful. 

On  the  one  extreme  is  the  position  that  every  developing  nation 
should  have  the  same  labor  standards  as  the  most  advanced  indus- 
trial nations.  Well,  that  is  simply  unrealistic.  Developing  nations 
often  cannot  afford  and  cannot  be  reasonably  expected  to  achieve 
the  same  high  degree  of  labor  standards  and  living  standards. 

On  the  other  hand,  you  have  those  at  the  opposite  extreme  that 
say,  well,  labor  standards,  living  standards  are  simply  none  of  our 
business.  If  they  want  to  use  forced  labor,  slave  labor,  regardless 
of  the  conditions  of  workers,  regardless  of  the  conditions  of  human 
rights,  regardless  of  living  standards,  that  is  simply  their  business. 
We  have  no  business  in  any  way  conditioning  anything  we  do  with 
them  upon  their  standard  of  living  or  standard  of  worker  rights.  I 
think  that  most  Americans  would  find  that  position  equally  unten- 
able. 

Those  extremes  should  not  define  the  debate,  but  unfortunately, 
too  often  those  extremes  do  define  the  debate.  This  debate,  by  the 
way,  is  not  a  new  debate.  It  is  a  debate  that  has  been  going  on  for 
many  years.  It  has  been  going  on  at  least  since  the  Treaty  of  Ver- 


sailles.  Actually,  the  ILO  celebrates  the  50th  anniversary  of  the 
Philadelphia  Convention  this  year. 

I  was  in  Europe  just  a  couple  of  weeks  ago  both  meeting  with 
the  OECD  leaders  and  also  at  the  International  Labour  Organiza- 
tion, and  this  debate  on  the  social  clause,  this  debate  filled  the  air, 
and,  again,  there  were  many  who  tried  to  simplify  the  debate  and 
express  those  extreme  positions.  I  put  over  here  on  the  easel  one 
of  the  recent  articles.  I  have  had  a  running  colloquy  with  one  na- 
tional magazine  over  this,  but  this  is  a  good  example  of  how  the 
debate  can  so  easily  become  distorted,  because  what  I  said  in  a 
Washington  Post  article  was  very  different  from  what  was  ulti- 
mately publicized  and  ultimately  published  by  that  particular 
magazine. 

[The  article  referred  to  can  be  found  in  the  appendix.] 

The  issue,  it  seems  to  me,  comes  down  to  several  questions. 
Number  one,  what  can  advanced  nations  reasonably  expect  from 
developing  nations  with  regard  to  worker  standards,  living  stand- 
ards, and  that  the  second  basic  question  is,  having  established 
those  reasonable  expectations,  how  do  we  encourage  developing  na- 
tions to  achieve  those  degrees  of  worker  rights,  worker  standards, 
and  living  standards? 

Those  are  separable  questions — goals,  and  means  to  achieve  the 
goals.  They  are  often  confused  and  they  are  often  put  together. 
With  regard  to  the  question,  number  one,  what  is  it  that  we  rea- 
sonably can  expect  of  developing  nations,  it  seems  to  us  that  there 
is  at  least  a  core  group  of  human  rights  worker  standards  that 
every  civilized  nation  ought  to  be  held  accountable  to,  and  those 
basics  include  the  avoidance  of  slave  labor,  or  the  avoidance  of 
forced  labor,  or  the  prevention  and  avoidance  of  the  labor  of  very 
young  children,  the  right  to  associate,  freedom  of  association,  the 
right  to  form  unions.  These  basic  sorts  of  rights,  these  basic  sorts 
of  standards,  again,  should  be  expectations  that  we  have  of  every- 
one because  they  are  so  fundamental. 

Beyond  that,  the  question  becomes  more  complicated;  can  we  and 
should  we  expect  a  developing  nation  to  offer  precisely  the  same 
wages,  working  conditions,  the  same  degrees  of  safety,  the  same 
protections  across  the  board  as  the  most  advanced  developing  na- 
tions? I  think  that  most  people  would  say  no.  There  is  something 
to  the  developing  nation  argument  that  these  kinds  of  standards 
can  be  aff'orded  only  to  the  extent  that  the  nation  is  in  fact  develop- 
ing, but,  you  see,  central  to  that  argument  is  the  acknowledgment 
that  the  standards  could  be  met  and  should  be  met  as  nations  do 
develop.  , 

In  other  words,  there  is  the  acknowledgment  implicit  in  that  ar- 
gument that  developing  nations,  as  they  gain  economic  ^owth,  as 
they  gain  the  ability  to  provide  their  workers  and  their  citizens 
with  higher  worker  and  living  standards,  ought  to,  in  fact,  do  so. 

Now,  how  do  we  know  that  a  developing  nation  is  able  to  provide 
a  higher  and  higher  living  standard  or  worker  standard?  Well,  for 
one  thing,  we  might  look,  for  example,  at  the  extent  to  which  the 
nation  is  capable  of  making  and  the  nation's  people  are  capable  of 
making  an  appropriate  trade-off.  If  it  is  a  democratic  nation,  we 
might  nave  a  greater  deference  to  the  trade-off  that  that  nation 
made  with  regard  to  economic  growth  and  living  standards  and 


worker  standards.  The  less  democratic  that  nation,  the  less  we  can 
be  confident  that  that  trade-off  is,  in  fact,  being  made  appro- 
priately, the  less  confidence  we  can  have  that,  in  fact,  those  living 
standards  and  working  standards  are  growing  commensurate  with 
the  potential  of  that  country  to  afford  them. 

Now,  what  is  our  interest  here?  It  seems  to  me  it  is  very  clear. 
Developing  nations  are  markets  for  our  goods  to  the  extent  that 
worker  standards  and  living  standards  develop  commensurately 
with  those  developing  nations'  economies,  but  it  is  not  only  that, 
obviously.  Our  interest  is  in  stability  around  the  globe. 

To  the  extent  that  there  is  too  great  a  gap  between  the  well  off 
and  the  poor,  to  the  extent  that  the  fruits  of  economic  growth  are 
not  widely  shared  in  a  country,  there  is  a  recipe  for  instability,  and 
we  obviously  have  an  interest  in  stability.  And  then  there  is  obvi- 
ously a  moral  concern,  a  justifiable  moral  concern. 

Now,  we  in  this  Administration  are  very  aware  of  the  potential 
for  a  concern  about  worker  standards,  living  standards,  and  so 
forth  to  become,  if  not  properlv  handled,  a  pretext  for  protection- 
ism. It  must  not  be  a  pretext  for  protectionism — which  gets  to  the 
second  stage  of  the  analysis.  Once  we  have  formulated  an  assess- 
ment of  what  it  is  appropriate  to  expect  with  regard  to  any  individ- 
ual developing  nation,  the  next  question  is,  well,  how  do  you  en- 
courage that  developing  nation  to  achieve  those  expectations. 

Trade  sanctions  may  not  always  be  the  best  vehicle.  In  fact, 
there  must  be  an  entire  menu  of  options.  There  may  be  technical 
assistance  that  can  be  provided  to  that  nation.  It  may  be  in  certain 
cases  that  loans,  loan  guarantees,  multinational  development  orga- 
nizations such  as  this  subcommittee  deals  with  can  also  participate 
and  should  also  participate  in  encouraging  and  helping  developing 
nations  provide  higher  living  standards  for  their  people.  It  may  be 
that  we  have  to  examine  very  pragmatically  the  entire  range,  the 
entire  menu  of  possible  encouragements,  and  pragmatism  must  be 
a  hallmark  of  this  approach. 

Multinational  approaches  to  these  issues  tend  to  be  more  power- 
ful. They  tend  to  have  a  greater  impact.  They  tend  to  avoid  the 
danger  of  using  these  measures  for  ulterior  motives,  such  as  pro- 
tecting indigenous  work  and  domestic  industries.  But  beyond  prag- 
matism and  multilateralism,  there  is  also  a  third  principle  in  terms 
of  applications. 

We  should  make  sure  that  we  consider  in  the  context  of  all  of  the 
instruments  that  we  have  the  best  combination.  In  certain  in- 
stances it  may  be  that  more  trade,  not  less  trade,  will  actually  en- 
courage a  nation  to  move  toward  higher  living  and  working  stand- 
ards. We  must  not  get  engaged  and  bind  ourselves  to  the  kind  of 
debate  that  we  often  have  in  this  country  and  have  had  for  many 
years,  and  that  is,  again,  whether  trade  must  be  linked  to  our  con- 
cerns about  labor  standards  and  whether,  in  fact,  those  concerns 
about  labor  standards  must  be  absolute  and  they  must  be  put  in 
the  context  of  the  same  labor  standards  that  every  developed  na- 
tion has.  That  is  simply,  again,  as  I  have  tried  to  emphasize,  that 
is  not  an  appropriate  approach. 

Now,  some  critics  of  the  multinational  approach  that  I  have  out- 
lined predict  that  if  the  United  States  commits  itself  to  a  particular 
level  of  international  labor  standard,  interest  groups  will  use  this 


stance  to  import  their  narrow  protectionist  agendas.  Now,  there  is 
some  degree  of  validity  to  this  worry,  as  I  have  indicated. 

International  trade  is  a  highly  charged  issue  in  domestic  politics, 
and  those  who  want  to  protect  domestic  industries  have  shown 
themselves  remarkably  willing  to  march  under  a  variety  of  ban- 
ners, but  this  worry  underestimates,  in  my  view,  the  capacity  of 
those  concerned  about  labor  standards  to  recognize  when  their  good 
motives  are  being  manipulated  in  the  service  of  narrow  causes. 
And,  to  repeat,  our  repertoire  of  responses  must  be  expanded  to 
give  a  wide  range  of  options  other  than  trade  policy. 

Finally,  Mr.  Chairman,  members  of  the  subcommittee,  let  me 
just  say  this:  Developing  a  detailed  program  for  advancing  inter- 
national labor  conditions  will  certainly  occupy  us  at  least  to  cen- 
tury's end  and  beyond.  I  thank  you,  Mr.  Chairman,  for  moving  this 
discussion  forward  this  morning.  I  hope  that  it  does  illuminate  the 
issue  and  get  us  out  of  a  very  narrow  debate  that  we  have  had  up 
until  now. 

Let  us  waste  no  time  in  continuing  this  debate.  It  certainly  will 
continue.  Thank  you. 

[The  prepared  statement  of  Secretary  Reich  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Thank  you,  Mr.  Secretary.  I  hope  that  people 
will  accept  your  advice,  which  is  to  join  with  us  in  addressing  the 
question  of  how  to  do  this.  I  think  neither  extreme  is  going  to  im- 
pose itself — even  as  I  read  some  of  the  articles  that  we  have  seen, 
people  will  say  but,  of  course,  we  don't  mean  this,  of  course,  we 
don't  mean  that  in  the  sense  of  prison  labor.  We  are  clearly  in  a 
situation  where  we  have  to  talk  about  how. 

Let  me  begin  where  our  jurisdiction  is  very  much  involved,  and 
that  is  in  the  lending  by  the  multilateral  development  banks.  It 
seems  to  me  that  it  is  very  important,  as  you  say,  that  we  get  this 
beyond  just  trade.  For  one  thing,  people  s  motives  may  be  more 
suspect  in  trade. 

I  would  hope  they  wouldn't  be  with  the  multilateral  development 
banks.  There  is  one  very  big  difference.  Trade  is,  at  least  as  far  as 
dealing  with  other  nations,  not  a  zero  sum  situation  nearly  as 
much.  Loans  and  grants  are.  We  have  a  limited  amount.  The  World 
Bank,  the  Inter-American  Development  Bank,  the  Asian  Develop- 
ment Bank,  and  so  forth,  none  of  them  have  enough  money  to  lend 
to  everybody  who  needs  it,  much  less  who  wants  it.  Therefore,  we 
have  inevitably  selection  criteria,  and  that  is  why  the  case,  I  think, 
is  more  easily  made  here  than  in  some  ways  even  in  trade,  because 
in  trade  there  is  room  for  everybody  and  the  question  is,  is  this 
going  to  be  an  obstacle  to  someone  who  would  otherwise  get  in. 

With  regard  to  the  money  the  United  States  makes  available  on 
some  subsidized  basis,  what  we  are  saying  is  we  can  only  do  a  cer- 
tain part  of  the  need.  Then  the  question  is  should  we,  in  deciding 
which  fraction  of  the  need  we  are  going  to  meet,  take  these  issues 
into  account,  and  I  would  assume  that  there  is  a  strong  argument 
for  us  being  able  to  do  that. 

Secretary  Reich.  Yes,  I  agree  that  using  multilateral  develop- 
ment banks  to  encourage  compliance  with  international  labor 
standards  is  entirely  appropriate.  That  being  said,  obviously,  I  am 
not  in  a  position  to  address  the  specifics  of  the  legislation  before 


this  subcommittee,  but  let  me  just  add,  this  is  not  an  unprece- 
dented position.  That  is,  the  Omnibus  Drug  Act,  for  example,  re- 
quires that  the  U.S.  representatives  to  multilateral  development 
banks  vote  against  loans  to  any  country  that  is  a  producer  or  tran- 
sit country  for  drugs  entering  the  United  States  and  is  not  certified 
as  cooperating  with  the  U.S.  drug  control  efforts.  There  are  other 
examples  as  well. 

You  are  correct.  It  is  in  the  narrow  sense  a  zero  sum  game,  but 
let  me  emphasize  overall  that  encouraging  the  development  of 
higher  living  and  working  standards  in  other  nations  is  not  a  zero 
sum  game.  That  itself,  that  larger  arena  is  very  much  of  a  positive 
sum  game.  We  are  not  in  the  business  here  of  protecting  domestic 
industries.  We  are  in  the  business  of  ensuring  that  the  fruits  of 
economic  growth,  the  fruits  of  economic  development  worldwide  be 
shared  as  equitably  as  possible,  and  that,  in  turn,  creates  very 
much  of  a  positive  sum  game. 

Chairman  Frank.  With  regard  to  the  standards  that  we  would 
be  trying  to  get  people  to  comply  with,  procedural  ones  are  more 
easily  conceptualized.  What  about  substance,  and,  of  course,  you 
are  right,  no  one  is  expecting  every  nation  to  pay  the  same  wage 
level,  but  would  some  consideration  of  wage  levels  with  appropriate 
differentials,  ranges  somehow  geared  to  per  capita  income,  would 
that  be  something  to  look  at? 

Secretary  Reich.  Again,  with  regard  to  the  goals,  I  want  to  sepa- 
rate for  our  purposes  and  I  think  it  should  be  separated  what  are 
reasonable  goals  from  how  we  encourage  nations  to  achieve  those 
goals.  It  seems  to  me  a  reasonable  goal,  as  we  had  in  our  dealings 
with  Mexico,  you  remember  under  the  North  American  Free  Trade 
Act  and  pursuant  to  the  side  agreements  and  also  our  additional 
agreement  with  Mexico  that  Mexican  minimum  wages  would  move 
up  according  to  economic  growth. 

That  was  not  officially  part  of  the  side  agreement,  but  that  was 
an  agreement  that  Mexico  came  to  with  us  in  pursuit  of  NAFTA. 
It  seems  to  me  that  it  is  entirely  reasonable  to  expect  movement 
in  the  direction  of  higher  worker  and  living  standards  for  a  popu- 
lation in  general.  As  long  as  there  is  movement  in  that  direction, 
I  would  avoid  trying  to  dictate  or  even  trying  to  assert  an  expecta- 
tion with  regard  to  a  specific  living  standard  or  a  specific  working 
standard  apart  from  the  core  issues  that  I  suggested  as  long  as 
there  is  movement  and  continuous  movement  toward  higher  and 
higher  living  and  working  standards  as  an  economy  continues  to 
grow. 

Chairman  Frank.  I  appreciate  it.  Let  me  get  to  one  substantive 
issue.  I  read  recently  an  article  by  Robert  Morris,  who  is  the  Senior 
Vice  President  of  U.S.  Council  for  International  Business.  I  notice 
it  is  attached  to  some  of  the  testimony  we  may  get  into  a  little  later 
on,  and  Mr.  Morris  made  a  statement  that  I  found  somewhat 
surprising. 

He  says  on  page  9  of  that  statement,  which  I  think  was  distrib- 
uted as  part  of  Mr.  Katz's  testimony,  that  "[i]n  fact,  the  weight  of 
both  evidence  and  experience  suggests  that  the  higher  the  level  of 
such  standards  [labor  standards],  the  more  competitive  and  pros- 
perous is  a  society  or  its  enterprises  which  compete  in  the  global 
economy."  That  is,  he  was  dealing  with  the  argument  that  "most 


of  us  in  the  business  community  believe  that,  as  a  general  prin- 
ciple, the  denial  of  workers'  rights,  apart  from  the  use  of  prison 
labor  to  produce  goods  for  export,  does  not  confer  a  competitive  ad- 
vantage, either  on  countries  or  companies." 

In  fact,  the  weight  of  the  evidence  is  "the  higher  the  level  of  such 
standards,  the  more  competitive  and  prosperous  is  a  society  or  its 
enterprises . . ."  Now,  I  am  surprised  because  in  my  reading  of  do- 
mestic American  disputes,  I  don't  remember  the  time  a  company 
said  we  are  out  here  to  raise  your  wages  and  give  you  better  rights 
because  we  want  to  be  more  competitive.  I  must  have  missed  the 
day  that  was  in  the  paper. 

It  did  seem  to  me  in  suggesting  that  higher  standards,  better 
working  conditions  in  the  context  here  oi  wages  and  workers' 
rights,  I  had  not  previously  seen  a  leading  corporate  spokesman 
say  that  this  was  good  for  the  individual  enterprise,  and  I  am  won- 
dering what  your  own  sense  is. 

Is  this  the  case  and  if  we  get  these  countries  to  raise  their  wages 
and  have  unions,  would  that  be  bad  for  us  competitively? 

Secretary  Reich.  Mr.  Chairman,  obviously,  there  is  a  legitimate 
issue  here  as  to  what  a  nation  can  afford.  Now,  again,  I  want  to 
put  that  into  context.  We  do  have  evidence  that  as  nations  spread 
the  benefits  of  economic  growth  more  equitably,  as  they  generate 
higher  living  standards  and  working  standards,  provide  a  safer  and 
healthier  working  environment,  for  example,  that  productivity  does 
improve.  The  cause  and  effect  moves  and  tends  to  move  in  both 
directions. 

Now,  there  is  perhaps,  and  I  think  there  is  some  leritimacy  to 
the  argument  that  a  developing  nation  cannot  simply  afford  a  cer- 
tain degree  of  living  and  working  standards  that  may  be  appro- 
priate to  the  most  advanced  industrial  nation  simply  because  the 
nation  may  not  have  those  kinds  of  resources,  but  it  is  interesting 
in  light  of  what  you  just  said  to  reflect  a  little  bit  upon  the  experi- 
ence we  have  had  in  the  United  States. 

We  are  seeing,  for  example,  that  companies  which  train  their 
workers,  provide  their  workers  a  greater  degree  of  participation, 
treat  their  workers  better  as  assets  to  be  developed  rather  than  as 
costs  to  be  cut,  those  companies  tend  to  do  better  over  the  longer 
term,  have  higher  productivity  and  be  more  profitable,  and  that  re- 
ality has  not  escaped  some  of  our  larger  institutional  investors.  In- 
deed, just  within  the  last  10  days  the  California  Public  Employee 
Pension  Fund,  the  largest  in  the  country,  80  billion  dollars'  worth, 
announced  publicly  that  they  would  from  here  on  use  as  one  key 
performance  criterion  of  the  companies  they  engage  with  how 
workers  were  being  treated  with  regard  to  training  and  participa- 
tion. So  even  the  market,  even  the  private  market,  is  beginning  to 
wake  up  to  the  fact  that  there  is  a  correlation  here  witnin  broad 
limits. 

Chairman  Frank.  So  that — I  will  end  my  questioning  now — if 
you  happen  to  be  in  a  State  legislature  and  you  are  talking  about 
some  worker  rights  issue  or  if  you  are  the  employees  of  a  particular 
company  and  you  are  thinking  about  joining  a  labor  union  and  peo- 
ple tell  you  it  would  be  bad  for  the  State's  economy,  you  could  cite 
to  them  the  fact  that  most  people  in  the  business  community  think 
the  opposite;  that  the  more  worker  rights  you  have,  the  better  the 
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company  will  be  and  the  more  competitive,  because  that  is  what 
this  man  says? 

Secretary  Reich.  I  wish  I  could  say  that. 

Chairman  FRANK.  That  is  what  this  man  says  the  business  com- 
munity believes.  Apparently,  this  is  the  problem.  Apparently,  they 
only  say  that  in  foreign  languages  because  this  is  their  advice  over- 
seas so  this  is  the  first  time,  I  guess,  I  have  ever  seen  this  in  Eng- 
lish, because  I  cannot  recall  previous  statements  by  the  business 
community  that  workers'  standards  should  be  raised  in  the  interest 
of  the  company's  competitive  position, 

Mr.  McCandless. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman.  Mr.  Secretary, 
thank  you  for  being  with  us  this  morning.  I  have  some  real  prob- 
lems with  the  theoretical  aspect  of  your  presentation.  We  are  talk- 
ing here  about  sovereign  nations  that  have  many  things  that  are 
totally  different  from  our  society  beginning  with  religion.  Their  reli- 
gious ideology  says  certain  things.  The  mores  and  customs  and  the 
social  structure  of  a  country  dictates  the  relationship  between  hus- 
band and  wife,  for  example,  which  might  be  totally  unacceptable  in 
our  society,  but  an  accepted  fact  there.  We  look  at  this  picture,  and 
I  would  say  that  that  picture  is  something  I  would  not  like  to  see, 
but  in  reality  if  we  go  back  to,  say,  1870  in  Kansas  on  a  wheat 
farm,  the  way  they  were  able  to  produce  that  wheat  was  to  raise 
children,  and  so  in  my  father's  case  he  was  one  of  eight.  They  were 
milking  cows  in  the  morning  at  age  10  by  kerosene  light.  They 
don't  do  that  anymore,  obviously,  because  we  have,  through  an  evo- 
lutionary process,  improved  our  standards  of  living. 

In  my  opinion,  this  is  the  kind  of  thing  which  over  a  period  of 
time  the  evolutionary  process,  absent  the  religious  aspect,  will  take 
place  in  these  countries,  but  when  we  talk  about  we  are  going  to 
make  over  these  countries  in  our  eyes  and  minds  and  social  struc- 
ture or  we  are  not  going — and  I  am  using  the  extreme  here  to  illus- 
trate the  point — or  we  are  not  going  to  trade  with  them  is,  to  me, 
like  cutting  off  our  nose  to  spite  our  face.  They  will,  as  time  passes, 
improve. 

If  there  is  a  requirement  for  a  social  upheaval,  it  will  take  place. 
The  second  of  two  series  last  night  on  the  Civil  War  demonstrated 
that  dramatically  and  what  the  cost  to  the  United  States  of  that 
social  structure  change  was.  I  would  hope  that  we  don't  tie  some 
conditions  to  what  it  is  a  country  has  to  have  before  we  can  trade 
with  them,  and  let  me  conclude  by  saying  that  if  there  is  one  thing 
here  that  I  have  trouble  with,  it  is  the  fact  that  we  do  not  seem 
to  distinguish,  we  do  not  seem  to  take  this  same  attitude,  idea,  or 
approach  to  the  people  we  give  foreign  aid  to  and  have  given  for- 
eign aid  year,  after  year,  after  year,  no  criteria  or  standard  of  liv- 
ing or  any  of  the  other  factors.  I  have  been  on  my  soapbox  now  for 
about  IV2  minutes  or  2  minutes,  so  I  would  ask  if  you  have  any 
response. 

Chairman  Frank.  Would  the  gentleman  yield  for  30  seconds? 

Mr.  McCandless.  Yes. 

Chairman  Frank.  I  just  want  to  point  out,  remember  the  pur- 
pose of  this  hearing  is,  in  fact,  to  apply  it  to  foreign  aid  in  a  form. 
The  purpose  of  this  hearing  is  to  talk  about  that  part  of  our  foreign 


aid  that  goes  through  the  multilateral  institutions,  so  I  just  want 
to  say  that  that  is 

Mr.  McCandless.  I  refer  to  foreign  aid  as  foreign  aid  unilater- 
ally from  the  United  States  and  which  has  taken  place  for  years 
and  years  and  years  to  the  very  countries  that  we  are  talking 
about,  Bangladesh  and  the  sub-Saharan  African  countries. 

Chairman  FRANK,  Many  of  us  would  agree  with  that.  It  is  just 
a  question  of  jurisdiction. 

Secretary  Reich.  Congressman,  if  I  may,  you  said  that  you  are 
using  the  extreme  in  order  to  make  the  point  just  now,  and  I  think 
that  you  did  and  you  did  in  a  very  highly  articulate  way,  but  the 
problem  is  in  this  area,  it  is  the  extremes  that  are  being  used  to 
make  a  point. 

What  I  have  argued  here  is  that  apart  from  a  certain  core  of 
human  rights  values  which  I  think  we  would  all  agree  are  very 
basic  to  a  civilized  society,  such  as  the  avoidance  of  prison  labor 
and  forced  labor  and  so  forth  that  the  precise  standard  of  a  devel- 
oping nation  with  regard  to  worker  standards  and  living  standards 
that  we  feel  is  appropriate  to  expect  them  to  achieve  would  rise  de- 
velopmentally  as  they  gain  the  capacity  to  achieve  them. 

The  question  of  how  we  use  our  various  instruments  to  encour- 
age that  is  a  separate  question.  Foreign  aid  may  very  well  be  one 
of  those  instruments.  Trade  may  be,  sometimes  more  trade  rather 
than  less  trade  may  be  an  instrument.  The  multilateral  develop- 
ment banks  may  be  an  instrument.  Technological  assistance  may 
be  an  instrument. 

The  second  point  I  want  to  make  is  this:  We  do  have  an  interest. 
You  suggested  that  what  they  do  is  pretty  much  their  business.  If 
there  is  a  need  for  social  upheaval,  I  think  you  said,  that  will  take 
place,  but  that,  again,  underscores  my  argument.  We  have  an  in- 
terest in  two  respects. 

First,  we  have  an  interest  in  stability  around  the  globe.  Obvi- 
ously, where  there  is  social  upheaval,  it  is  not  often  simply  a  mat- 
ter of  domestic  social  upheaval.  There  tend  to  be  spillovers  with  re- 
gard to  social  upheaval  around  the  globe,  but;  second,  we  have  an 
interest  in  creating  and  inducing  and  encouraging  buoyant  markets 
around  the  globe. 

To  the  extent  that  development  means  a  buoyant  market,  to  the 
extent  that  the  fruits  of  economic  growth  are  spread  more  widely, 
that  means  we  have  more  export  markets  for  ourselves.  These  are 
not  entirely — I  would  like  to  say  that  our  interest  is  entirely  moral. 
It  is  not  entirely  moral.  These  are  selfish  concerns  that  have  to  do 
with  our  own  national  interest. 

Mr.  McCandless.  Let  me  conclude,  Mr.  Chairman.  You  have 
been  very,  verv  kind  with  the  time.  I  would  hope  that  we  would 
not  tie  a  bunch  of  kite  tails  to  some  trade  agreement  in  terms  of 
what  has  to  be  there  in  the  way  of  labor  conditions  and/or  the  envi- 
ronment because  we  are  really  going  to  kill  our  own  goose  that  lays 
the  golden  egg.  Thank  you,  Mr.  Chairman. 

Chairman  Frank.  I  thank  the  gentleman.  I  would  just  point  out 
again,  it  has  always  been  my  intention  that  this  would  not  single 
out  trade,  but  would  cover  bilateral  foreign  aid.  As  the  gentleman 
from  New  York  pointed  out,  unilateral  foreign  aid  is  kind  of  hard 
to  envision.  Bilateral  foreign  aid,  multilateral  foreign  aid,  anything 
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where  we  are  engaged  in  these  financial  transactions;  in  fact,  one 
of  the  things  I  was  hoping  to  do  was  to  broaden  this  beyond  trade 
because  our  jurisdiction  is  primarily  over  multilateral  development 
assistance.  The  gentleman  from  New  York. 

Mr.  LaFalce.  I  thank  the  chairman. 

Mr.  Secretary,  I  think  this  is  one  of  the  most  important  issues 
for  the  Administration,  for  the  Congress  to  consider  not  simply  for 
this  year,  but  for  the  next  several  decades.  We  often  deal  with  the 
rights  of  capital  and  the  business  community  and  the  Administra- 
tions and  the  Congress  have  tied  themselves  up  in  knots  for  years 
and  years  and  years  discussing  the  finer  points  of  the  rights  of  cap- 
ital, but  very  inadequate  concern  to  the  equally  important  and  com- 
patible rights  of  labor. 

I  come  to  this  as  a  product  of  my  entire  conceptual  background, 
imbued  with  the  principles  of  Rerum  Novarum,  Quadragesima 
Anno,  Centesimus  Annus,  all  of  which  say  we  are  not  dealing  with 
something  that  is  an  academic  right.  We  are  dealing  with  some- 
thing that  is  a  Grod-given  basic  right;  the  right  of  every  human 
being  to  a  job,  the  right  of  every  human  being  who  has  a  job  to  a 
just  wage,  the  right  of  every  human  being  who  has  a  job  to  just 
working  conditions,  the  right  of  every  human  being  who  has  a  job 
to  associate  with  fellow  workers  and  bargain  collectively.  These  are 
basic  principles. 

Were  it  not  for  John  Paul  II — you  say  of  what  validity  is  Rerum 
Novarum,  Quadragesimo  Anno,  and  so  forth,  were  it  not  for  John 
Paul  II  and  Lane  Kirkland,  Lech  Walesa  would  not  have  been  able 
to  rise,  Solidarity  would  not  have  been  able  to  rise  as  it  did  in  Po- 
land, and  we  would  not  have  witnessed  the  demise  of  communism, 
in  my  judgment,  perhaps  the  temporary  demise  of  communism.  We 
don't  know  what  the  future  is  going  to  bring. 

In  large  part  it  depends  on  how  adequately  we  are  going  to  be 
able  to  satisfy  the  basic  rights  of  workers  around  the  globe.  I  agree 
with  you  100  percent,  pragmatic  approach,  a  multilateral  or  bilat- 
eral, as  the  case  may  be,  approach,  and  some  appropriate  combina- 
tion involving  perhaps  more  trade.  If  I  have  a  quarrel  with  the  Ad- 
ministration, it  is  that  this  Administration  has  not  yet  gone  far 
enough.  We  are  at  the  beginning.  We  had  some  collateral  agree- 
ments on  NAFTA.  They  were  inadequate,  but  they  were  a  begin- 
ning. 

This,  though,  is  a  very  special  year.  It  is  the  75th  anniversary 
of  the  International  Labour  Organization,  and  I  asked  a  friend  of 
mine,  Pogo,  how  we  should  proceed  on  this  issue,  and  his  advice 
is  always  terrific  and  he  said  begin  with  yourself  The  United 
States  still  has  not  ratified  the  core  conventions  of  the  ILO.  Of  the 
174  ILO  conventions,  the  United  States  has  not  even  ratified  one 
of  the  core  which  are  the  fundamental  tenets  of  labor  rights.  We 
have  not  ratified  conventions  on  forced  labor.  We  have  not  ratified 
the  conventions  on  freedom  of  association.  We  have  not  ratified  the 
conventions  on  the  right  to  organize  and  bargain  collectively  or  on 
the  minimum  wage  or  on  child  labor. 

When  is  the  Administration  going  to  submit  to  the  U.S.  Senate 
ratification  measures  of  those  basic  core  rights? 

Secretary  Reich.  Congressman,  let  me  just  say  several  things 
with  regard  to  that.  Most  U.S.  law  and  practice  is  entirely  consist- 
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ent  with  ILO  conventions,  and  that  is  a  very  basic  point.  Yes,  we 
are  moving  toward  ratification  of  more  of  those  conventions,  but  we 
are  already  there  in  terms  of  at  least  our  law  and  practice.  Even 
in  the  absence  of  formal  U.S.  ratification,  the  United  States  has 
demonstrated  on  many  occasions  that  our  law  and  practice  meets 
or  exceeds  virtually  every  International  Labour  Organization 
Convention. 

Now,  for  example,  the  U.S.  law  that  guarantees  workers  fi'eedom 
of  association  and  the  constitutional  provisions,  the  right  to  orga- 
nize and  bargain  collectively  largely  in  line  with  ILO  conventions 
number  87  and  98 

Mr.  LaFalx:e.  I  understand  all  that,  but  why  haven't  we  then 
taken  the  simple  step  of  ratifying?  It  would  give  us  so  much  more 
standing,  so  much  more  moral  sanction  within  the  ILO  and  the 
international  fora. 

Secretary  Reich.  Well,  let  me  say  that  since  1988  the  United 
States  has  ratified  four  ILO  conventions,  including  convention  105 
concerning  the  abolition  of  forced  labor,  which  is  one  of  the  ILO's 
key  worker  and  human  rights  standards. 

I  have  just  recommended  to  the  President  that  he  seek  Senate 
advice  and  consent  to  ratify  ILO  convention  number  150  concerning 
labor  administration,  and  there  are  right  now  tripartite  discussions 
going  on  regarding  convention  number  111  on  discrimination  in 
employment. 

In  the  early  1980s,  as  you  know,  the  United  States  established 
a  tripartite  mechanism  to  expedite  and  to  assure  that  we  would  be 
assessing  the  feasibility  of  these  conventions,  and  I  believe  that  we 
will  be  doing  more  of  them. 

Chairman  Frank.  Mrs.  Roukema. 

Mrs.  Roukema.  No  questions. 

Chairman  Frank.  Mr.  Watt. 

Mr.  Watt.  Mr.  Chairman,  I  don't  think  I  have  any  questions. 
Thank  you. 

Chairman  Frank.  Mr.  Kanjorski. 

Mr.  Kanjorski.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  I  ap- 
preciate the  fact  that  Mr.  McCandless  believes  that  the  capital 
should  be  protected  in  the  world,  but  perhaps  they  interfere  with 
the  jurisdictions  of  countries.  As  a  result  the  labor  would  be  an  in- 
trusion. I  don't  agree  with  that.  But  I  think  we  are  faced  with 
NAFTA  and  the  GATT  agreement  coming  up  of  asking  the  question 
of  whether  or  not  there  is  a  value  of  other  countries  having  access 
to  the  American  market,  and  I  happen  to  think  that  is  probablv  our 
strongest  tool,  since  we  are  the  largest  consumer  in  the  worldf  and 
potentially  will  be  that  for  a  number  of  years. 

What  would  the  Administration's  position  be  if  the  Congress 
were  to  attach  conditions  to  our  voting  on  international  banking 
operations,  that  we  require  certain  minimum  labor  standards,  envi- 
ronmental standards,  and  consumer  safety  standards,  and  project- 
ing them  out  in  the  future? 

What  I  am  particularly  addressing  is  an  amendment  we  prepared 
for  tomorrow's  markup.  We  tried  to  recognize  that  we  make  signifi- 
cant contributions  by  offering  votes  to  support  loans  to  countries 
around  the  world.  It  seems  to  me  we  have  to  send  a  message  to 
these  countries  that  our  intentions  to  protect  labor  values  are  just 
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as  important  as  our  protection  of  capital  values,  and  that  our  dele- 
gates should  be  instructed  to  support  only  those  projects  and  vote 
for  only  those  projects  where  the  country  receiving  the  funds  would 
at  some  time  make  a  commitment  to  adhere  to  some  basic  condi- 
tions. 

What  would  the  Administration's  position  be  on  that? 

Secretary  Reich.  Congressman,  let  me  just  say  several  things. 
First  of  all,  I  am  not  now  in  a  position  to  comment  on  any  specific 
legislation  before  the  subcommittee,  and  I  cannot  discuss  the  Ad- 
ministration's views  on  that,  but  let  me  say  in  general  I  do  agree 
that  using  multilateral  development  banks  to  encourage  compliance 
with  the  basic  core  standards  that  I  articulated,  but  also  to  encour- 
age continued  economic  development  in  terms  of  worker  standards, 
labor  standards,  and  also  living  standards,  that  that  is  an  appro- 
priate function. 

We  ought  to  consider  an  entire  menu  of  tools  we  have  at  our  dis- 
posal, both  carrots  and  sticks  to  encourage  developing  nations  to 
move  along  the  path  that  most  developing  nations  are  already  mov- 
ing, and  that  is  of  continuous  development,  beyond  the  core  labor 
standards  that  we  have  already  talked  about  that  every  civilized 
nation  should  embrace  toward  ever  higher  worker  standards  and 
living  standards  as  those  economies  continue  to  grow. 

Chairman  Frank.  Mr.  Sanders. 

Mr.  Sanders.  Thank  you,  Mr.  Chairman,  and  thank  you  very 
much  for  holding  what  I  consider  to  be  an  extremely  important 
hearing.  As  you  know,  in  subcommittee  I  offered  an  amendment 
which  was  accepted  by  the  subcommittee  which  states  the  follow- 
ing. It  deals  largely  with  what  Mr.  Kanjorski  was  just  talking 
about.  "The  Secretary  of  the  Treasury  shall  instruct  the  United 
States  executive  director  of  each  international  financial  institution 
to,  one,  use  the  voice  and  vote  of  the  United  States  to  urge  the  re- 
spective institution  to  adopt  policies  to  encourage  borrowing  coun- 
tries to  guarantee  internationally  recognized  worker  rights  within 
the  meaning  of  section  502(a)4  of  the  Trade  Act  of  1974." 

I  think  what  we  are  talking  about  here  is  an  issue  of  enormous 
consequence,  and  let's  be  clear  that  it  does  not  only  have  to  do  with 
what  is  happening  in  developing  countries  all  over  the  world  where 
children  are  exploited  or  in  China  where  workers  work  for  12  cents 
an  hour  or  where  there  is  slave  labor.  What  we  are  talking  about 
very  clearly  is  an  issue  affecting  the  American  working  people. 

I  appreciate  much  of  what  the  Secretary  has  said,  but  I  must  tell 
you  that  I  have  deep  concerns  about  the  so-called  global  economy 
when  American  workers  are  being  asked  to  compete  against  people 
who  cannot  form  trade  unions,  who  are  working  for  horrendous 
wages,  where  child  labor  is  exploited.  It  is  wrong  to  ask  an  Amer- 
ican worker  to  be  competing  against  somebody  in  China  who  is 
making  12  cents  an  hour. 

What  we  are  talking  about  here  is  not  some  kind  of  academic 
problem.  Let's  get  down  to  earth  and  understand  what  we  are  talk- 
ing about.  We  are  talking  about  that  in  the  last  5  years,  tens  of 
bilHons  of  dollars  have  been  invested  by  American  multinational 
corporations  in  China  and  in  other  third  world  countries,  and  they 
are  not  going  to  those  countries  because  they  like  the  climate  or 
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they  want  to  learn  about  Far  Eastern  culture.  We  all  understand 
why  they  are  going  to  those  countries. 

They  are  going  to  those  countries  because  you  can  make  more 
money  paying  somebody  15  cents  an  hour  or  20  cents  an  hour.  You 
can  make  more  money  when  workers  who  try  to  organize  are 
thrown  in  jail  than  you  can  by  reinvesting  in  America.  Frankly,  I 
think  it  is  a  damn  shame  and  at  the  root  of  the  decline  of  our 
standard  of  living  that  multinational  corporations  are  turning  their 
backs  on  American  workers  and  have  gone  all  over  the  world  in 
search  of  slave  labor  or  labor  that  is  forced  to  work  for  extremely 
low  wages.  And  in  my  view,  forget  for  a  moment  what  is  going  on 
in  the  third  world,  in  my  view,  if  we  do  not  begin  to  get  a  handle 
on  that  issue,  we  are  going  to  continue  to  see  a  major  decline  in 
our  standard  of  living. 

The  issue  is  not  only  the  loss  of  jobs,  and  it  is  amazing  to  me, 
and  I  found  it  interesting  that  Mr.  Frank  mentioned  this  quote 
from  some  corporate  guy  who  thinks  it  is  so  good  for  workers  to  be 
able  to  organize  or  have  worker  rights.  We  are  not  talking  about 
this.  We  don't  talk  about  this  issue.  Let's  talk  about  love  of  country 
and  patriotism  and  companies  like  Nike  and  many,  many  others 
that  leave  the  United  States  for  slave  labor  in  the  third  world. 

We  are  not  only  talking  about  the  loss  of  jobs.  What  we  are  talk- 
ing about  equally  important  is  the  decline  in  wages  in  America; 
production  workers  today  are  being  paid  20  percent  less  than  they 
were  20  years  ago.  Why  is  that?  Because  companies  are  telling 
workers  that  if  you  don't  want  a  10  percent  reduction  in  your  wage 
next  contract,  we  are  going  to  Mexico,  we  are  going  to  China. 

Now,  how  you  deal  with  that  is  not  easy.  It  is  strictly  business, 
I  recognize  that,  but  unless  we  begin  to  tell  corporate  America  that 
they  cannot  throw  our  people  out  on  the  street  and  head  for  the 
third  world  for  labor  from  very,  very  desperate  people,  I  believe 
that  our  standard  of  living  will  continue  to  decline. 

Mr.  Secretary,  I  would  like  you  to  comment,  but  I  appreciate  very 
much  many  of  the  comments  that  you  have  made  today.  What  is 
your  view,  frankly,  about  the  multinational  corporations  who  are 
running  to  China  for  labor  that  pays  15  cents  an  hour  while  at  the 
same  time  throwing  American  workers  out  on  the  street? 

Secretary  Reich.  Congressman,  let  me  say  several  things.  First 
of  all,  I  do  draw  a  distinction  between  two  different  conditions  you 
mentioned.  I  don't  think  there  is  any  excuse  for  slave  labor,  for 
forced  labor,  for  any  of  the  conditions  which  I,  in  my  testimony  and 
in  our  discussion,  have  put  in  the  core  human  rights  area.  I  think 
we  can  expect  and  should  expect  and  should  in  many  cases  demand 
with  all  the  resources  at  our  command.  It  may  be  trade,  it  may  not 
be  trade  sometimes.  It  may  be  other  resources. 

We  should  insist  and  also  encourage  countries  to  move  out  away 
from  those  kinds  of  abrogations  of  core  labor  rights  and  core  labor 
standards,  but  I  would  distinguish  that  from  low  wages,  low  wages 
per  se.  There  may  be  places  around  the  globe  that  are  simply  very 
poor,  where  all  that  can  be  afforded  is  basically  low  wages,  and  the 
entire  history  of  open  markets,  free  trade,  the  entire  history  of  the 
United  States  with  regard,  over  the  last  200  years,  with  regard  to 
gradually  opening  markets,  certainly  the  history  in  post  World  War 
II,  history  can  be  seen  as  one  in  which  it  is  not  a  zero  sum  game. 
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as  mathematicians  would  say,  in  which  one  nation's  gain  of  jobs  is 
at  the  expense  necessarily  of  ours. 

In  fact,  if  anything,  we  have  seen  that  it  can  be  a  positive  sum 
game,  because  as  these  poorer  nations  gain  the  capacity  to  become 
more  economically  powerful,  they  also  gain  the  capacity  to  import 
our  goods. 

There  can  be  a  virtuous  cycle  created,  and  we  have  seen  that 
again  and  again.  There  are  not  a  fixed  number  of  jobs  in  the  world 
to  be  parceled  out  around  nations.  In  fact,  there  are  not  a  fixed 
number  of  good  jobs.  There  is  no  natural  limit  to  the  ingenuity  of 
the  human  mind.  There  is  no  natural  limit  to  the  amount  of  needs 
that  need  to  be  met. 

Mr.  Sanders.  Secretary,  if  I  may  jump  in  and  ask  you 

Secretary  Reich.  I  will  finish  in  just  one  moment,  I  promise.  As 
economies  develop,  they  create  markets.  As  those  markets  are  cre- 
ated, they  create  more  job  opportunities  here,  but  I  want  to  also 
refer  to  your  final  point,  and  that  is  the  reason  for  declining  wages 
in  the  United  States. 

First  of  all,  it  is  important  to  note  that  on  average,  wages  over 
the  past  15  years  in  the  United  States  have  stagnated,  for  many 
Americans  they  have  declined.  For  some  Americans  they  have  in- 
creased substantially.  In  fact,  what  we  are  seeing  is  a  bifurcation 
of  the  wage  force  in  the  United  States  to  an  extent  that  we  have 
never  seen  it  before  happening  very,  very  rapidly.  Is  that  because 
of  international  trade?  No.  It  is  because  largely  of  a  shift,  a  very 
profound  shift  in  demand,  in  favor  of  workers  with  education  and 
skills  against  workers  without  education  and  skills.  It  is  happening 
in  every  advanced  nation. 

If  you  are  college  educated,  if  you  understand  how  to  utilize  new 
technologies,  you  can  take  advantage  of  a  global  market  and  tech- 
nologies and  ao  better  and  better. 

Mr.  Sanders.  You  and  I  discussed  this  at  Harvard  several  years 
ago,  right,  and  we  are  probably  still  in  disagreement,  but  deal  with 
this  one  question  which  you  didn't  deal  with.  I  understand  that 
there  are  countries  in  the  world  where  people  earn  very  little 
money,  and  it  is  not  my  job  or  your  job  to  condemn  poor  countries. 
That  is  not  what  we  are  doing. 

Tell  me  about — morality  is  not  a  word  we  should  use  in  this 
building  too  often.  Tell  me  about  the  good  public  policy  of  allowing 
our  major  corporations  to  be  investing  tens  of  billions  of  dollars  in 
those  countries  to  exploit  labor  that  pays  15  or  20  cents  an  hour 
when  mayors  and  governors  are  getting  down  on  their  hands  and 
knees  in  this  country  begging  for  investment  in  their  communities, 
what  about  that? 

Secretary  Reich.  Well,  when  you  use  the  verb  "exploit,"  I  think 
that  that  is  one  of  the  problems  in  this  kind  of  a  dialogue.  With 
all  due  respect.  Congressman,  the  NAFTA  debate  was  a  very  heat- 
ed, contentious,  difficult  debate  for  all  of  us,  and  many  in  Congress, 
many  in  the  Administration  spent  a  great  deal  of  time  worrying 
over  that,  fretting  over  that,  but  has  there  been  a  giant  sucking 
sound  from  the  south?  There  has  been,  but  that  is  the  sucking 
sound  of  American  products  going  south,  not  American  jobs  going 
south,  and  I  can  tell  you  because  we  administer  at  the  Department 
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of  Labor  the  NAFTA  Agreement  with  regard  to  jobs  and  readjust- 
ment, a  little  over  4,000  since  January  1. 

Mr.  Sanders.  With  all  due  respect,  Mr.  Secretary,  what  we  are 
seeing,  we  can  argue  the  statistics  back  and  forth.  I  don't  accept 
that.  What  I  know  is  the  young  people  who  are  coming  on  to  the 
labor  market  now  coming  out  of  the  Commerce  Department  are 
working  for  25  percent  less  than  was  the  case  10  years  ago. 

Let's  be  frank  and  understand  that  the  major  crisis  in  the  econ- 
omy, not  for  all  workers,  but  for  the  vast  majority  of  workers,  is 
that  our  standard  of  living  is  going  down.  More  and  more  people 
are  working  in  poverty  and  I  cannot  believe  that  there  is  not  a  cor- 
relation between  that  reality  and  the  fact  the  corporations  have 
disinvested  in  this  country  and  have  headed  to  the  third  world  for 
wages  which  are  extremely  low.  I  think  that  is  a  major  problem, 
and  I  think  not  to  deal  with  that  is  to  be  very  shortsighted. 

Chairman  Frank.  Mr.  Reich,  why  don't  you  respond,  then  we 
will  go  on. 

Secretary  Reich.  Again,  Congressman,  the  central  problem  we 
face  with  regard  to  a  gap  that  is  growing  here  between  the  well- 
educated  and  the  poorly  educated  is  the  problem  of  a  shift  in  de- 
mand, a  shift  in  demand  toward  those  with  education  and  against 
those  without  education.  The  educational  premium,  if  you  will,  the 
return  on  education,  the  return  on  skills  is  growing.  You  can  see 
it  in  terms  of  that  enormous  disparity.  That  is  proof  that  the  re- 
turn on  skills,  the  return  on  education  is  growing. 

Why  is  the  return  on  education  and  skills  growing?  It  is  growing 
for  several  reasons,  and  I  alluded  to  them.  One,  because  of  tech- 
nology. More  than  half  of  all  workers  now  in  the  United  States  use 
a  computer  at  work.  If  you  have  a  college  degree,  70  percent  of  peo- 
ple with  college  degrees  are  using  computers.  Only  10  percent  of 
workers  who  don't  even  have  high  school  degrees  are  using  comput- 
ers. There  is  a  greater  and  greater  disparity.  Even  if  we  put  a  wall 
around  the  United  States  and  had  no  trade  with  anybody  else,  we 
would  see  that  telephone  operators  would  be  replaced  by  automatic 
switching  equipment,  that  bank  tellers  would  be  replaced  by  auto- 
matic teller  machines,  that  gas  station  attendants  would  be  re- 
placed by  self-service  gas  stations. 

You  can  see  in  the  service  sector  of  this  economy  precisely  the 
same  trend  that  you  were  seeing  in  the  manufacturing  sector.  I  am 
not  saying  that  international  trade  is  irrelevant.  International 
trade,  to  the  contrary,  is  exacerbating  the  same  trends,  but  the 
trends  are  there  regardless,  and  the  answer  is  not  to  wall  us  off. 
The  answer  is  not  to  reduce  trade.  The  answer  is  not  to  prevent 
developing  nations  from  getting  the  capital  they  need  to  become 
major  importers  of  our  goods  and  services. 

The  answer  is  to  ensure,  as  we  are  not  doing,  that  every  Amer- 
ican has  the  capacity  to  take  advantage  of  new  export  markets  and 
of  technologies  and  that  every  young  American  and  every  person 
who  has  been  laid  off  from  a  job  has  the  opportunity  to  get  the 
skills  needed  to  fully  become  a  productive  citizen. 

Chairman  Frank.  Mr.  Kennedy. 

Mr.  Kennedy.  Thank  you.  Secretary  Reich.  First  of  all,  I  realize 
that — I  have  been  informed  by  the  staff  up  here  that  you  have  got 
to  leave  so  I  will  try  to  be  reasonably  short. 
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Obviously,  I  want  to  welcome  you  to  the  subcommittee  this  morn- 
ing and  a  couple  of  quick  comments  on  just  the  exchanges  I  have 
heard.  One  is  that  I  visited  Mexico  a  few  months  ago  and  it  became 
apparent  that  despite  much  of  the  negotiation  that  took  place  over 
the  NAFTA  to  improve  certain,  for  instance,  environmental  stand- 
ards in  Mexico,  what  we  have  seen  is,  in  fact,  Japanese,  German, 
and  French  companies  moving  in  to  fill  the  very  needs  created  by 
the  United  States  with  Mexico  to  improve  the  kind  of  overall  stand- 
ard of  living  for  the  Mexican  people,  so  despite  your  good  efforts 
and  the  efforts  of  this  Administration  to  actually  raise  the  stand- 
ards of  living  in  that  country,  the  jobs  end  up  going  in  many  cases 
to  other  foreign  nationals,  not  to  the  United  States. 

I  bring  that  up  as  an  observation  of  something  that  I  believe  we 
ought  to  be  able  to  do  something  about.  I  know  that  you  can  cite 
all  the  Department  of  Commerce  programs  and  say  we  are  going 
to  do  this,  that  and  the  other  thing,  but  you  know  and  I  know  that 
there  is  the  need  to  have  some  kind  of  acutely  coordinated  policy 
that  begins  to  allow  smaller  U.S.  companies  that  have  technological 
breakthroughs  that  could  create  good  jobs,  high-skilled,  high  wage 
jobs  for  people  around  the  United  States  to  fill  these  voids  that 
exist  in  a  great  many  nations  around  the  world.  It  is  something 
that  we  are  not  still  doing  very  well,  in  my  opinion,  number  one, 
and  second,  if  you  have  a  minute  or  have  a  particular  thought  on 
how  the  GATT  is  going  to  impact  some  of  these  issues,  I  would  just 
appreciate  your  thoughts  on  both  of  those  questions. 

Secretary  Reich.  Congressman,  just  a  couple  of  points.  Number 
one,  you  are  undoubtedly  correct,  and  I  indicated  in  my  opening 
statement  that  multilateral  approaches  to  these  issues  are,  gen- 
erally speaking,  better  than  bilateral  or  unilateral  approaches  for 
the  very  reason  you  suggested,  that  they  are  easier  and  better  to 
enforce. 

It  is  often  possible  for  other  nations  to  circumvent  bilateral 
agreements  and  I  don't  have  the  information  you  do  on  Mexico,  but 
there  are  other  places  around  the  world  where  there  have  been  bi- 
lateral efforts,  but  that  have  been  circumvented  by  parties  that  are 
not  party  to  those  efforts,  and,  again,  we  are  living  in  an  environ- 
ment in  which  it  is  very  difficult  to  separate,  as  we  have  talked 
about  before,  the  nationality  of  companies  fi-om  the  flows  of  capital 
from  the  possibilities  of  production  all  around  the  globe.  So 
multilateralism  is  better. 

Second,  let  me  just  say  with  regard  to  helping  the  American 
economy  and  helping  American  citizens  gain  a  foothold,  it  seems  to 
me  there  are  three  issues  here.  One  we  talked  about  a  moment  ago 
and  that  is  education,  training,  skill  preparation.  The  Administra- 
tion has  already  successfully,  with  the  help  of  many  of  you,  got  into 
place  Goals  2000,  the  School-to- Work  Opportunities  Act,  direct  stu- 
dent lending,  the  earned  income  tax  credit,  the  beginnings  of  an 
unemployment  and  to  reemployment  insurance  system  and  many 
other  workplace  changes  that  make  workers  not  only  more  flexible, 
but  give  them  the  education  and  skills  they  need.  We  are  just  be- 
ginning; a  long,  long  way  to  go. 

Technology,  technological  advancements,  the  ability  of  small 
businesses  to  fill  niches  to  help  develop  new  industries,  yes,  I  think 
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that  is  also  an  Administration  priority.  It  is  a  priority  of  many  peo- 
ple around  on  the  subcommittee. 

Mr.  Kennedy.  Bob,  if  I  could  iust  interrupt  briefly,  the  fact  is 
that  you  more  than  anyone  in  tnis  country  were  an  advocate  of 
some  kind  of  centralized  government  planning  for  developing  a 
plan  of  attack  so  that  the  United  States  could  go  out  and  compete 
internationally.  Now,  here  you  have  in  Mexico  and  in  many  other 
countries  around  the  world  an  acute  demand  for  environmental 
technology,  and  yet  there  is  no  response  or  very  little  response  of 
our  government  to  move  in  despite  the  fact  that  we  are  number  one 
in  a  whole  range  of  environmental  technologies  around,  in  terms  of 
whether  or  not  you  want  to  clean  up  the  water,  you  want  to  clean 
up  your  air,  you  want  to  clean  up  your  land. 

We  have  got  the  technologies  and  yet  we  are  not  generating  the 
business  and  the  jobs.  Now,  something  is  breaking  down,  and  it 
isn't  just  education  and  training.  There  is  something  else  that  is 
not  happening  which  is  the  transfer  of  those  technologies  that  we 
have  into  the  very  needs  that  these  foreign  governments  are  now 
demanding  and  somehow  I  think  that  we  have  got  to  work  on  how 
to  coordinate  a  response  in  a  much  more  effective  manner. 

Secretary  Reich.  Congressman,  one  of  the  most  unkind  things 
you  have  ever  said  to  me  is  that  I  was  an  advocate  of  centralized 
planning,  and  I  hope  you  strike  that  from  the  record. 

Mr.  iS:nnedy.  I  take  that  as  a  compliment  myself,  but  anyway. 

Secretary  REICH.  With  regard  to  technology  transfer,  I  couldn't 
agree  with  you  more.  We  do  have  the  TRP  Program  and  several 
other  programs  already  in  motion.  The  Defense  Department,  Com- 
merce Department,  and  several  of  us  in  the  Labor  Department  are 
involved.  Is  it  enough?  Well,  I  don't  think  any  of  it  is  enough. 

The  President's  1995  budget  is  up  here  seeking  additional  fund- 
ing for  education,  for  job  training,  for  technological  advances,  for 
the  entire  investment  initiative,  and  it  is,  as  they  say,  in  your 
hands.  We  will  see  how  much  actually  comes  out. 

Let  me  just  mention  one  other  aspect  of  it.  Technology  in  the 
form  of  blueprints  and  plans  very  easily  migrates  across  borders. 
In  fact,  I  have  seen  again  and  again  the  best  blueprints,  the  best 
plans,  the  best  technology  go  from  a  computer  in  the  United  States 
up  to  a  satellite  down  to  a  computer  in  another  nation  in  split  sec- 
onds. When  we  are  talking  about  technology  in  the  sense  that  you 
and  I  are,  I  believe  we  are  talking  about  the  capacities  of  individ- 
uals in  the  United  States  to  continuously  invent  and  innovate.  It 
is  embedded  technology  in  their  heads  rather  than  plans  and  blue- 
prints, and  that  is  what  we  have  to  develop  and  that  is  why  I  keep 
coming  back  to  education  and  training.  It  is  the  technological  com- 
petencies of  a  work  force  that  stay  here.  The  blueprints  and  the 
plans  go  all  over  the  world. 

Finally,  there  is  a  responsibility  on  the  part  of  American  busi- 
ness that  is  not,  in  my  view,  being  fulfilled  in  terms  of  training  and 
developing  the  American  work  force.  I  was  talking  recently  to  one 
of  the  ministers  from  Germany  who  told  me  that  German  firms  vol- 
untarily, this  is  not  by  law,  voluntarily  are  providing  their  workers 
with  an  extraordinary  amount,  multiples  of  the  percentage  of  pay- 
roll that  American  firms  are  offering  their  workers  with  regard  to 
training  and  development  on  the  job.  And  then  I  asked  this  Ger- 


18 

man  minister  what  about  U.S.  firms  in  Germany,  and  he  said,  oh, 
well,  U.S.  firms  in  Germany  are  doing  precisely  the  same  thing. 
They  are  offering  much  more  on-the-job  incumbent  training  and 
work  force  and  skill  development  than  those  same  U.S.  firms  are 
doing  in  the  United  States. 

It  is  not  entirely  government  responsibility.  It  is  also  the  respon- 
sibility of  the  private  sector  to  make  sure  that  Americans,  Ameri- 
cans, not  American  capital,  not  American  technology,  Americans 
are  competitive. 

Mr.  Kennedy.  OK,  thank  you,  Mr.  Chairman.  Would  an  indus- 
trial policy  have  satisfied  you  more  than  central  planning,  Mr. 
Secretary? 

Secretary  REICH.  I  will  buy  on  to  industrial  policy. 

Mr.  Kennedy.  Thank  you  very  much. 

Chairman  Frank.  Mr.  Secretary,  we  appreciate  your  being  here. 
I  would  tell  you  from  the  interest  we  have  on  this  subcommittee 
there  is  a  strong  desire  to  take  the  kind  of  concepts  you  have  been 
talking  about  and  translate  them  into  some  form  of  statute,  so  we 
will  be  working  with  you  on  the  question  of  how  to  do  that.  I  appre- 
ciate your  being  here,  and  I  know  you  have  to  leave. 

Next,  we  will  have  our  colleague,  Congressman  Peter  Visclosky, 
who  has  filed  related  legislation  and  has  been  very  interested  in 
this,  and  we  are  delighted  to  have  Mr.  Visclosky  come  before  us. 

STATEMENT  OF  HON.  PETER  J.  VISCLOSKY,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  INDIANA 

Mr.  Visclosky.  Thank  you,  Mr.  Chairman.  I  would  ask  that  my 
entire  statement  be  entered  into  the  record. 

Chairman  FRANK.  Without  objection,  so  ordered.  Give  us  a  sec- 
ond for  the  entourage  to  depart.  Go  ahead,  Mr.  Visclosky. 

Mr.  Visclosky.  Mr.  Chairman,  I  appreciate  the  fact  that  the  sub- 
committee is  holding  hearings  today  on  the  issue  of  international 
worker  rights  and  labor  standards.  I  am  also  pleased  that  the  sub- 
committee is  looking  at  the  issue  not  only  in  terms  of  trade,  as  we 
have  focused  on  it  in  the  past  with  NAFTA  as  well  as  GATT,  a  sub- 
ject I  will  discuss  shortly,  but  also  as  far  as  our  relationship  with 
multilateral  development,  whether  it  is  the  World  Bank,  IMF,  the 
African  Development  Bank,  or  others. 

Mr.  Chairman,  again  I  thank  you  very  much  for  the  opportunity 
and  am  here  today  to  focus  the  subcommittee's  attention  on  legisla- 
tion that  I  have  introduced  directing  the  President  to  seek  the  es- 
tablishment of  a  working  party  on  worker  rights  and  international 
labor  standards  within  the  GATT  as  well  as  a  standing  committee 
on  this  issue  within  the  World  Trade  Organization  when  it  comes 
into  being  next  year. 

The  bill  is  H.R.  4271  and  it  has  72  cosponsors  and  sponsors  on 
both  sides  of  the  political  aisle,  I  might  add.  I  commend  the  Presi- 
dent and  the  U.S.  Trade  Representative,  Mickey  Kantor,  as  well  as 
the  Secretary  of  Labor  for  expressing  their  support  for  addressing 
worker  rights  through  the  GATT  and  World  Trade  Organization. 

In  January  of  this  year.  President  Clinton  and  the  leaders  of  the 
European  union  discussed  the  next  generation  of  trade  issues  to  be 
dealt  with  as  the  successor  agenda  of  the  Uruguay  Round  of  the 
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GATT.   The   President   specifically   identified   labor   standards    as 
something  that  must  be  addressed. 

With  the  support  of  the  President,  Ambassador  Kantor  worked 
tirelessly  to  convince  our  trading  partners  to  establish  a  working 
party  on  worker  rights  and  labor  standards.  Unfortunately,  the 
Marrakesh  Ministerial  Declaration  signed  in  Morocco  on  April  15 
did  not  provide  for  the  establishment  of  a  GATT  working  party  or 
WTO  standing  committee  on  this  issue  because  of  strong  foreign 
opposition  to  talking  about  the  relationship  between  the  trading 
system  and  internationally  recognized  labor  standards. 

Instead,  an  11th  hour  agreement  was  reached  whereby  countries 
will  be  able  to  raise  new  issues,  including  labor  standards  in  the 
preparatory  committee  which  is  charged  with  establishing  the 
agenda  of  the  WTO.  While  this  small  step  forward  is  better  than 
nothing,  it  does  not  guarantee  that  a  working  party  or  standing 
committee  on  worker  rights  will  be  established  within  the  GATT  or 
WTO. 

Many  of  our  trading  partners  objected  to  the  creation  of  a  GATT 
working  party  on  worker  rights  claiming  it  was  a  new  issue.  How- 
ever, linking  respect  for  worker  rights  and  labor  standards  is  not 
new  and  it  is  not  a  radical  concept  in  the  United  States  or  inter- 
national policy  discussions. 

Indeed,  for  nearly  50  years  the  GATT  has  turned  a  deaf  ear  to 
addressing  worker  rights  and  labor  standards  despite  repeated  en- 
treaties from  the  U.S.  trade  negotiators  in  both  Democratic  and 
Republican  administrations. 

In  1988,  the  United  States  formally  proposed  for  the  first  time 
during  the  Uruguay  Round  of  GATT  a  working  party  on  worker 
rights  and  trade.  The  purpose  of  this  working  party  would  have 
been  to  clearly  establish  that  it  is  unjustifiable  for  any  country  or 
any  of  its  industries  to  seek  to  gain  competitive  advantage  in  inter- 
national trade  through  the  systematic  denial  of  fundamental  inter- 
nationally recognized  worker  rights. 

It  would  not  nave  been  within  the  purview  of  this  working  party 
to  consider  the  comparative  advantage  that  many  developing  coun- 
tries with  sizable  numbers  of  underemployed  workers  or  unem- 
ployed individuals  derive  from  lower  unit  labor  costs  in  different 
modes  of  production. 

The  objectives  of  the  proposed  working  party  were  to  explore 
ways  in  which  to  link  the  conduct  of  international  trade  to  respect 
for  those  fundamental  worker  rights,  including  the  freedom  of  asso- 
ciation, the  right  to  organize  and  bargain  collectively  and  the  prohi- 
bition of  force  or  compulsory  labor  which  empowers  workers  every- 
where to  help  themselves  and  to  share  more  fully  in  the  benefits 
of  trade  within  countries  as  well  as  among  them. 

I  would  point  out  that  the  imposition  of  uniform  labor  standards 
such  as  wages  and  hours  was  not  an  objective.  Last  April  in  Marra- 
kesh the  international  community  once  again  balked  at  a  golden 
opportunity  to  examine  the  relationship  between  the  global  trading 
system  and  internationally  recognized  labor  standards  through  a 
working  party  in  the  GATT  and  a  standing  committee  in  the  WTO. 
Now  more  than  ever  it  is  up  to  the  United  States  to  take  a  decisive 
leadership  role  and  insist  that  this  long  neglected  issue  be 
addressed. 
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Mr.  Chairman,  that  concludes  my  prepared  remarks.  I  would 
simply  reference  the  testimony  that  was  provided  by  the  Secretary 
of  Labor.  He  indicated  the  inclusion  of  worker  rights  as  a  side  bar 
to  the  North  American  Free  Trade  Agreement  and  also  in  his  dis- 
cussion talked  about  core  worker  rights  issues  as  well  as  those  that 
are  not  so  evident  to  most  people.  My  sense  of  this  is  that  if  people 
such  as  yourself  and  the  subcommittee  you  chair  do  not  press  the 
issue  and  press  the  Administration  to  be  vigorous,  whether  it  is  in 
the  area  of  trade  or  whether  it  is  our  conduct  with  multilateral 
lending  institutions,  we  are  not  going  to  see  progress  on  this  very 
important  issue;  if  nothing  else,  then  coming  to  grips  with  defini- 
tions on  some  of  those  core  issues  that  ought  to  be  prohibited  in 
the  future. 

[The  prepared  statement  of  Mr.  Visclosky  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Thank  you,  and  I  do  intend  to  press  to  the  ex- 
tent I  am  able,  I  think  this  is  a  case,  frankly,  where  we  are,  if  we 
are  successful,  going  to  rescue  some  of  our  friends  in  the  business 
community  from  their  own  shortsightedness. 

We  went  through  last  year  the  most  bitter  political  debate  I  can 
remember  in  the  United  States  in  my  time  in  Congress,  and  that 
was  NAFTA.  I  would  not  have  expected  that,  and  I  don't  think 
many  of  us  did,  but  that  took  on  a  degree  of  class  war  overtone, 
it  had  a  degree  of  emotionalism,  it  produced  more  overstatement  on 
all  sides.  It  was  a  terribly  disruptive  issue,  and  what  many  of  us 
are  trying  to  do  is  to  deal  with  the  kind  of  tensions  that  lead  to 
that.  The  bifurcation  the  Secretary  talked  about  fed  into  that. 

What  you  have  in  particular,  many  people  in  the  United  States 
who  have  a  fundamental  commitment  to  continuing  to  improve  the 
standard  of  living  of  the  people  who  are  on  the  wrong  end  of  the 
Secretary's  bifurcation  that  he  described  accurately,  but  who  at  the 
same  time  want  to  see  social  progress  in  the  rest  of  the  world,  and 
we  are  looking  very  much  for  a  situation  where  we  can  avoid 
people  feeling  that  American  workers  are  pitted  against  foreign 
workers. 

John  Kennedy  said,  I  think  it  may  have  been  when  he  was  doing 
the  Alliance  for  Progress,  I  don't  remember,  that  Franklin  Roo- 
sevelt was  able  to  be  a  good  neighbor  abroad  because  he  was  a  good 
neighbor  at  home,  and  that  is  the  point  we  are  trying  to  get  across, 
that  there  is  a  linkage  on  these  things. 

Now,  people  should  understand  the  background  of  NAFTA.  I  said 
I  would  defer  my  opening  statement  because  the  Secretary  was  in 
a  hurry.  Maybe  it  is  a  good  thing  that  we  hadn't  ratified  tne  Inter- 
national Labour  Organization  standards  on  the  right  to  organize 
collectively  because  under  the  Reagan  years  with  the  National 
Labor  Relations  Board  acting  the  way  it  did,  we  probably  would 
have  been  found  in  violation  of  them  because  under  Ronald  Reagan 
the  National  Labor  Relations  Board  stopped  functioning,  the  Wag- 
ner Act  was  de  facto  repealed  by  a  strategy  of  delay  and  a  lack  of 
any  kind  of  effective  sanction. 

What  we  are  now  trying  to  do  is  to  revive  those  things  in  the 
context  of  the  global  economy,  and  obviously  there  are  dangers  that 
people  will  use  it  for  inappropriate  protectionist  purposes,  there  are 
dangers  that  people  will  misuse  it. 
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I  must  say,  though,  as  I  look  at  the  history  internationally  of  the 
effort  to  use  standards,  whether  it  be  human  rights  or  anything 
else,  it  is  like  any  antidiscrimination  legislation  at  home;  the  expe- 
rience is  that  these  things  are  far  more  likely  to  be  under-enforced 
than  over-enforced. 

I  don't  think  anyone  can  look  at  the  history  of  efforts  to  establish 
international  standards  without  recognizing  that  what  has  changed 
is  a  greater  degree  of  global  competition  and  interaction.  I  would 
subscribe  to  the  Secretary's  description  that  international  trade  is 
by  no  means  the  single  or  even  the  greatest  cause  of  this  problem, 
but  it  is  an  exacerbating  factor,  and  dealing  with  exacerbating  fac- 
tors is  one  of  our  concerns.  So  I  think  there  is  overwhelming  desire 
on  the  part  of  many  on  our  side  of  the  aisle  here  to  find  a  way  to 
mediate  the  kind  of  clash  of  values  that  we  saw  in  NAFTA,  and 
what  we  are  trying  to  do  is  see  whether  an  effort  by  America  to 
improve  the  standards  of  living  elsewhere  can't  be  part  of  that. 

One  thing  I  do  want  to  deal  with,  especially  in  the  context  of  the 
multilateral  organizations,  is  that  any  suggestion  that  we  have 
somehow  interfered  with  the  sovereignty  of  other  nations — if  we 
make  this  part  of  our  voting  instructions  to  our  representatives  to 
the  World  Bank,  and  so  forth,  or  if  we  make  it  part  of  our  bilateral 
foreign  aid,  which  I  am  also  in  favor  of — comes  very  late.  The  IMF 
and  the  World  Bank  have  spent  a  lot  of  time  disregarding  the  sov- 
ereignty of  developing  countries.  When  you  start  telling  people 
about  their  budgets,  the  World  Bank  and  the  IMF  have  gotten  into 
countries'  budgets  with  a  degree  of  specificity  that  is  truly  impres- 
sive. 

Now,  people  can  argue  whether  they  have  been  right  or  wrong 
on  the  substance,  but  no  one  can  argue  that  they  have  imposed 
their  will  on  things  that  come  within  the  normal  rules  of  sov- 
ereignty. To  argue  that  it  is  somehow  a  violation  of  sovereignty,  to 
tell  them  that  they  should  allow  workers  to  organize,  but  it  is  not 
a  violation  of  sovereignty  to  tell  them  what  the  level  of  agricultural 
subsidy  should  be  or  how  much  of  their  budget  should  go  for  this 
or  that  or  the  other  thing  just  doesn't  make  any  sense,  it  is  not  an 
intellectually  respectable  argument. 

I  understand  in  politics  tne  need  to  kind  of  come  up  with  argu- 
ments you  don't  really  mean,  but  I  would  urge  people  to  follow  a 
rule  of  thumb,  do  not  use  an  argument  that  you  don't  really  mean 
that  is  not  going  to  persuade  anybody;  that  is  just  a  waste  of  time, 
and  this  argument  about  sovereignty  is  a  total  waste  of  time.  There 
is  nobody  around  who  in  fact  consistently  applies  it. 

The  question  ought  to  be  do  standards  work,  are  there  ways  to 
enforce  them,  what  are  the  reasonable  standards.  Those  we  will  be 
dealing  with,  but  I  think,  as  I  talk  to  my  colleagues  here,  as  I  saw 
what  happened  with  the  amendment  that  was  offered  by  our  col- 
league from  Vermont  at  our  hearing,  you  are  going  to  see  an  in- 
creasing determination  among  many  in  Congress  to  take  this  no- 
tion of  labor  standards  and  environmental  standards  and  other 
fundamental  issues  and  write  them  into  our  economic  relations 
with  the  rest  of  the  world  in  trade,  in  the  GSP,  in  the  multilateral 
institutions,  in  foreign  aid,  and  the  question  is  going  to  be  do  we 
do  it  wisely  or  not,  and  people  ought  to  be  on  notice  that  is  some- 
thing they  should  participate  in. 
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Mr.  McCandless. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman.  I  don't  have  any 
questions  for  the  ConCTessman. 

Chairman  Frank.  Neither  did  I. 

Mr.  Watt. 

Mr.  Watt.  Mr.  Chairman,  I  don't  have  any  questions  nor  do  I 
have  a  statement. 

Chairman  Frank.  Mr.  Fingerhut. 

Mr.  Fingerhut.  Mr.  Chairman,  I  would  just  very  briefly,  since 
I  missed  the  earlier  part  of  the  hearing,  want  to  say  how  pleased 
I  am  that  the  subcommittee  is  taking  up  the  subject  and  recogniz- 
ing we  have  a  long  way  to  go,  also  commend  Mr.  Visclosky  for  his 
contribution. 

Let  me  just  ask  one  question.  All  of  these  discussions  de  facto  ex- 
clude wages  and  hours,  yet  when  we  are  into  the  actual  debates  on 
trade  agreements  like  NAFTA,  for  example,  that  is  really  the 
central  focus.  I  mean  when  we  were  talking  about  whether  or  not 
our  businesses  would  be  competing  on  a  level  playing  field  with 
those  in  Mexico,  for  example,  in  the  NAFTA  debate,  exhibit  A  is 
always  the  relative  hourly  wages  for  work  that  frankly  is  at  a 
school  level  where  comparable  people  and  comparable  countries 
could  probably  do  about  the  same  thing. 

I  guess  that  I  am  not  sure  exactly  what  the  question  is  except 
to  say  that  is  there  a  place  anywhere  in  these  discussions  that  you 
are  promoting,  and  which  I  am  supportive  of  and  what  the  sub- 
committee is  talking  about,  to  ask  the  question  about  jobs  that 
leave  our  country  paying  $7  an  hour  and  go  to  another  country 
paying  41  cents  an  hour,  and  then  those  people  will  wind  up  earn- 
ing a  little  bit  more  as  that  country  gets  more  developed,  and  then 
the  job  will  move  on  to  someplace  else. 

Is  there  a  way  that  we  can  try  and  get  our  hands  around  that 
problem  or  do  we  just  have  to  say  that  is  the  marketplace? 

Mr.  Visclosky.  I  think  it  is,  and  of  course,  the  Secretary  just  a 
bit  earlier  talked  about  the  increase  in  trade  going  to  Mexico.  Well, 
a  large  component  of  the  increase  of  our  exports  to  Mexico  since 
GATT  came  in,  and  of  course,  a  lot  of  these  orders  were  also  en- 
gaged before  the  agreement  was  entered  into,  were  for  parts  so 
that  people  in  Mexico  could  put  something  together  again,  so  I  am 
still  not  necessarily  persuaded. 

As  far  as  getting  very  specific  on  wage  rates,  that  is  certainly  not 
the  goal  of  my  endeavor.  My  point  would  be  that  for  years  the 
international  community  has  simply  refused  to  talk  about  stand- 
ards themselves,  about  wage  rates.  I  am  not  looking  for  a  miracle 
or  for  that  magic  wage.  That  may  make  no  sense. 

I  think  the  Secretary  in  his  testimony  today  talked  about  us  hav- 
ing to  be  very  pragmatic.  I  think  you  nave  to  establish  that  work- 
ing party,  and  then  that  standing  committee  within  the  World 
Trade  Organization.  I  think  through  the  endeavors  of  this  sub- 
committee, you  have  to  put  pressure  on  the  international  organiza- 
tions so  they  engage  in  that  discussion  as  far  as  international 
standards  and  improving  that  standard  of  living  which  eventually 
begins  to  raise  that  wage  rate. 

I  think  in  those  early  discussions  and  the  Secretary  in  an  op-ed 
piece  in  the  Washington  Post  on  May  22  talked  about  some  core  is- 
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sues  that  almost  everyone  can  agree  on — slave  labor,  child  labor 
under  a  certain  age,  just  almost  anyone  on  this  planet  would  say 
that  that  is  wrong. 

Well,  let's  have  a  real  definition  of  that.  Let's  find  those  few  spe- 
cific areas  where  we  can  agree  immediately.  Let's  not  engage  in 
those  labor  practices  anymore,  and  therein  begin  to  increase  those 
standards  and  thereby  increase  the  wage  rate. 

I  also  think  this  is  one  of  those  rare  opportunities  in  Washington 
where  it  is  not  only  the  right  thing  to  do,  but  it  is  in  our  self- 
interest. 

Mr.  FiNGERHUT.  I  thank  you. 

Chairman  Frank.  If  the  gentleman  would  yield,  let  me  just  make 
two  points  because  I  share  his  view. 

One,  I  do  think  he  is  right  that  totally  saying  at  the  outset  we 
are  not  going  to  get  into  wages  is  a  mistake  and  that  we  ought  to 
be,  I  think,  very  up  front  that  that  should  be  part  of  it. 

It  doesn't  mean  that  you  are  setting  a  specific  wage.  It  also  var- 
ies. If  we  are  talking  about  the  multilateral  development  banks,  re- 
member that  the  multilateral  development  banks  have  to  pick  and 
choose  among  good  borrowers.  We  are  not  talking  about  everybody 
being  eligible  and  losing  your  eligibility. 

We  are  saying  we  are  ranking  your  application  because  we  can 
fund  maybe  20  percent  of  the  requests  that  are  legitimate.  I  think 
saying  that  we  are  going  to  take  into  account  wage  levels  is  a  good 
thmg  to  do,  that  is  if  we  are  capable  of  making  the  judgment  in 
this  case  that  wages  are  unduly  depressed,  that  a  minimum  wage 
of  a  certain  amount  might  be  helpful.  Certainly  quahtatively  it  is 
no  different  than  a  lot  of  the  other  things  they  take  into  account, 
so  I  would  not  rule  that  out. 

The  other  point  I  would  say,  I  think  the  Secretary's  view  and 
some  others  is  that  in  fact  organization  and  other  things  are  to 
some  extent  a  proxy  for  wages.  That  is,  if  in  fact  you  give  people 
these  kinds  of  procedural  and  organizing  rights,  they  will  them- 
selves be  able  to  take  some  actions  that  could  raise  wages,  and  I 
hope  that  is  the  case,  but  I  would  not  rule  out  looking  at  wages 
specifically. 

Mr.  FiNGERHUT.  Reclaiming  my  time  from  the  chairman,  I  take 
that  to  be  part  of  Mr.  Visclosky's  answer  that  if  you  identify  certain 
practices  which  by  their  very  nature,  prison  labor,  slave  labor,  un- 
fair working  conditions,  and  so  forth,  those  set  a  floor  to  some 
extent  under  wages. 

I  guess  that  I  would  also  respond  to  the  chairman  that  it  seems 
to  me  that  one  of  the  real  values  of  any  regime  that  might  result 
from  this  exercise  would  be  a  sort  of  international  educational  ex- 
perience whereby  even  by  filing  a  claim,  if  you  would,  with — or  a 
complaint  with  whatever  organization  would  evolve,  you  could 
bring  the  public's  attention  to  how  a  certain  product  is  made  and 
where  it  is  made,  and  I  think  that  that  is  a  particular  virtue  of  the 
approach  that  the  gentleman  from  Indiana  is  mentioning  because 
in  that  context  if  we  can  also  talk  about  wages,  we  can  point  out 
how  a  product  that  is  on  the  shelves  in  this  country  that  is  popular 
with  our  friends  and  our  neighbors,  where  exactly  it  was  made, 
where  it  came  from,  and  have  some  factual  way  to  definitively 
trace  it  and  to  inform  our  neighbors,  and  then  they  can  make  an 
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informed  choice  whether  they  want  to  make  that  consumer  pur- 
chase or  not. 

Chairman  Frank.  I  think  you  will  find  when  we  get  to  Professor 
Bhagwati,  as  I  read  his  testimony,  that  you  have  some  things  in 
common  along  those  lines. 

We  appreciate  Mr.  Visclosky's  coming.  We  are  going  to  work  with 
him.  He  has  taken  the  legislative  leadership  on  some  aspects  of 
this,  and  I  think  he  typifies  those  members  who  are  determined 
that  we  will  take  some  responsible  actions  that  will  preempt  an- 
other NAFTA  type  debate,  so  we  thank  you. 

Mr.  ViscLOSKY.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Frank.  Now,  we  will  hear  our  panel.  I  think  we  have 
no  votes  before  noon,  so  we  should  be  able  to  get  well  into  this  be- 
fore we  get  interrupted,  and  if  you  will  take  your  seats,  if  you  can 
see  your  names  there.  Professor  Michael  Piore  of  M.I.T.,  Professor 
Jagdish  Bhagwati  of  Columbia,  Professor  Peter  Dorman  of  Michi- 
gan State  University,  Ambassador  Abraham  Katz,  who  is  the  Presi- 
dent of  the  United  States  Council  for  International  Business,  and 
Mr.  Jerome  Levinson,  who  is  a  visiting  scholar  at  the  Economic 
Policy  Institute. 

We  will  begin  with  Professor  Piore. 

STATEMENT  OF  PROFESSOR  MICHAEL  J.  PIORE, 
MASSACHUSETTS  INSTITUTE  OF  TECHNOLOGY 

Mr.  Piore.  Thank  you,  Mr.  Chairman.  I  would  like  to  testify  this 
morning  in  support  of  Secretary'  Reich's  proposal  on  international 
labor  standards. 

That  proposal  on  standards  divides  into  two  parts.  The  first  part 
is  about  substantive  standards  for  the  floor  of  the  labor  market, 
and  the  second  part  is  about  procedural  guarantees  governing  the 
determination  of  standards  in  the  labor  market  more  broadly. 

I  am  going  to  focus  in  my  oral  presentation  on  the  second  part 
of  his  proposal.  I  have  talked  a  little  bit  about  the  first  part  in  my 
written  testimony. 

Chairman  Frank.  There  is  unanimous  consent  to  put  the  written 
statements  and  supporting  material  of  all  witnesses  into  the 
record,  so  you  can  just  proceed  orally  and  all  your  written  state- 
ments will  be  part  of  the  record. 

Mr.  Piore.  We  are  living  today  through  a  period  of  technological 
and  institutional  change  so  vast  as  to  constitute  virtually  a  second 
industrial  revolution. 

The  first  industrial  revolution  was  one  in  which  growth  was  driv- 
en by  the  logic  of  mass  production  as  an  approach  to  economic  de- 
velopment and  efficiency.  Labor  standards  were  designed  to  be  con- 
sistent with  this  logic  and  where  possible  to  actually  support  and 
sustain  it. 

They  presume  bureaucratic  organizational  forms  and  rigid  tech- 
nologies and  job  definitions,  approaches  to  organization  and  tech- 
nology which  were  deemed  efficient  even  as  late  as  the  1970s.  But 
information  technology,  organizational  forms,  and  managerial  tech- 
niques pioneered  by  Japan  and  the  uncertainties  unleashed  by  de- 
regulation and  internationalization  have  acted  together  to  promote 
a  new  flexible  approach  to  production. 
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Labor  market  deregulation,  whatever  one  thinks  about  it,  and  I 
have  my  own  serious  reservations,  is  nonetheless  a  part  of  the 
process  of  adjustment  to  this  new  paradigm.  It  would  be  a  grave 
mistake,  however,  to  confuse  a  critique  of  the  particular  social 
standards  and  regulatory  structures  that  were  called  into  question 
by  the  economic  changes  of  the  last  two  decades  with  the  notion 
that  an  economy  can  operate  without  any  regulation  and  social 
standards  at  all. 

Social  standards  are  a  complement  to,  even  a  precondition  for 
economic  activity  under  any  regime  of  growth.  Without  them,  a 
modern  capitalistic  economy  would  be  unable  to  function  at  all.  We 
are  being  forcefully  reminded  of  this  by  developments  in  the  former 
Communist  countries  in  Eastern  Europe  as  they  try  to  create  cap- 
italist economies  from  scratch. 

We  need,  I  believe,  now  to  turn  our  attention  to  working  out  the 
standards  which  are  appropriate  to  the  new  technologies  and  com- 
petitive environment.  New  social  standards  are  necessary  to 
legitimatize  and  preserve  the  movement  we  have  already  made  to- 
ward a  new  industrial  paradigm,  but  they  are  also  required  to  con- 
solidate those  gains  and  complete  them. 

I  think,  and  here  I  join  vou  and  the  Secretary,  that  we  need  to 
be  particularly  concerned  aoout  the  distribution  of  wage  and  salary 
income.  The  new  productive  system  as  it  is  emerging  is  producing 
an  ever  growing  inequality  which  I  cannot  imagine  our  society  will 
tolerate  indefinitely. 

But  one  can  also  identify  a  number  of  aspects  of  the  emerging 
system  of  production  where  new  social  structures  are  necessary  to 
consolidate  its  structure  and  complete  its  economic  logic.  I  will 
mention  two  areas. 

First,  the  new  production  systems  require  extensive  cooperation 
between  labor  and  management,  and  the  participation  of  workers 
in  business  decisions  from  which  in  mass  production  they  were 
completely  excluded.  American  industry  is  having  trouble  working 
out  these  new  forms  of  cooperation,  and  this  puts  us  at  a  competi- 
tive disadvantage  relative  to  countries  like  Japan  and  Germany 
where  cooperation  is  an  integral  part  of  the  industrial  relations 
system. 

A  second  problem  is  the  provision  of  employment  continuity  and 
worker  skill.  The  new  techniques  require  much  greater  skill  than 
did  mass  production.  For  a  time  it  appeared  that  employers  would 
want  to  provide  greater  job  security  under  the  new  system  and 
would  have  an  incentive  to  provide  the  additional  training  as  well, 
but  we  have  learned  recently  through  the  experience  of  companies 
that  were  initially  taken  as  models  of  the  new  employment  system, 
like  IBM  and  Digital,  that  even  large  companies  cannot  provide 
employment  security  anymore,  and  once  companies  recognize  that 
they  are  unable  to  retain  their  employees,  they  have  little  incentive 
to  invest  in  training  them. 

In  recent  years  it  seems  we  have  been  living  off  a  skill  base  in- 
herited from  the  past,  but  new  institutions  will  be  required  to  re- 
plenish it  in  the  future.  Those  institutions  will  need  to  link  compa- 
nies together  in  some  way  to  develop  the  requisite  skills  in  common 
or  to  provide  enough  employment  continuity  so  that  workers  have 
an  incentive  to  invest  in  themselves. 
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The  kinds  of  standards  and  institutions  which  will  overcome 
these  economic  deficiencies  cannot  simply  be  defined  by  technicians 
and  imposed  by  legislation,  nor  can  they  be  created  by  top  level  ne- 
gotiations among  business  and  labor  leaders.  They  involve  a  co- 
operation among  lower  level  workers  and  managers  which  will  be 
obtained  only  if  those  people  actually  participate  in  the  develop- 
ment of  the  new  institutions  and  structures. 

The  appropriate  role  of  government  is  thus  to  establish  a  proce- 
dural framework  which  fosters  the  discussion  and  debate  through 
which  the  new  institutional  structures  and  standards  can  be 
worked  out.  In  a  sense  the  Administration  has  already  begun  to  do 
this  domestically  through  the  Dunlop  Commission,  but  the 
globalization  of  economic  activity  and  the  new  arrangements  which 
nave  just  been  negotiated  to  replace  the  GATT  imply  that  the  Unit- 
ed States  cannot  work  out  these  new  arrangements  in  isolation. 

The  labor  standards  which  we  develop  here  must  be  competitive 
in  the  world  economy.  In  addition,  the  new  international  trading 
arrangements  of  necessity  limit  the  degree  to  which  national  gov- 
ernments are  free  to  subsidize  their  industries,  for  such  subsidies 
can  operate  like  tariffs  to  protect  domestic  producers  from  import 
competition. 

But  because  the  new  productive  arrangements  depend  so  much 
on  cooperation  among  enterprises  to  provide  the  infrastructure 
which  under  mass  production  individual  firms  provided  themselves 
and  because  government  is  in  any  society  the  generic  form  which 
such  cooperation  takes,  any  limit  on  government  subsidies  con- 
stitutes a  potential  threat  to  our  ability  to  create  the  institutional 
complements  for  the  new  productive  systems. 

Are  government  expenditures  on  education  and  training,  for  ex- 
ample, unfair  trade  subsidies?  Would  the  exemption  of  small  busi- 
nesses from  the  taxes  which  finance  a  national  medical  insurance 
system,  to  take  another  example,  constitute  a  trade  subsidy? 

For  these  reasons,  our  efforts  to  develop  new  labor  standards  at 
home  must  be  coordinated  with,  and  in  fact  a  part  of,  a  much 
broader  debate  about  labor  standards  for  the  world  economy  as  a 
whole.  I  take  this  to  be  one  of  the  basic  thrusts  of  Secretary  Reich's 
proposal. 

It  is  an  essential  part  of  the  Administration's  effort  to  achieve 
not  only  social  justice  but  economic  efficiency  as  well  and  to  render 
the  United  States  competitive  in  the  world  economy. 

Thank  you. 

[The  prepared  statement  of  Michael  J.  Piore  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Thank  you.  Professor  Bhagwati. 

STATEMENT  OF  PROFESSOR  JAGDISH  BHAGWATI,  COLUMBIA 

UNIVERSITY 

Mr.  Bhagwati.  Thank  you,  Mr.  Chairman.  Let  me  begin  by  sav- 
ing I  am  sorry  to  have  seen  that  nice  poster  carried  away  with  The 
Economist  article  on  it  because  when  Bob  Reich  said  that  The 
Economist  represents  an  extreme  point  of  view,  I  often  thought  of 
what  an  early  editor,  Geoffrey  Crowther  of  The  Economist,  said; 
that  The  Economist  was  in  the  extreme  center.  I  believe  this  is  so 
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again,  and  on  this  issue,  I  am  afraid  I  am  against  the  social  clause 
and  putting  the  matter  into  the  WTO  and  let  me  explain  why. 

To  begin  with,  let  me  also  say  I  am  not  a  labor  economist,  I  am 
an  international  trade  economist. 

Chairman  Frai^ik.  Most  of  us  aren't. 

Mr.  Bhagwati.  I  also  have  the  slight  advantage  of  coming  from 
a  developing  country  and  having  studied  developing  countries  for 
about  30  years,  so  I  speak  from  a  slightly  different  background  on 
this  issue. 

I  think  we  are  all  struggling  with  the  whole  question  of  defining 
labor  standards  as  universal  standards  or  universal  rights  this 
morning,  and  that  is  part  of  the  problem.  I  think  one  of  the  main 
motivations  which  I  notice  behind  putting  something  like  this  into 
international  trade  as  a  precondition  is  clearly  the  notion  that 
there  is  some  sort  of  illegitimacy  about  the  diversity  of  labor  prac- 
tices that  you  find  across  countries  around  the  world.  So,  let  me 
argue  about  the  legitimacy  of  a  number  of  practices. 

There  are  certain  things  beyond-the-pale — and  we  all  struggle 
with  things  like  slavery.  Slavery,  everybody  will  agree,  is  a  core 
value  or  nonvalue,  it  is  something  which  everybody  would  deplore. 
But  as  soon  as  you  start  putting  other  things  into  this  "red"  box, 
you  must  begin  to  worry.  Take  prison  labor  for  instance.  It  is  of 
course  in  the  GATT  from  the  inception,  and  it  is  also  earlier  in  the 
ILO.  When  we  exclude  trade  in  products  made  by  prison  labor,  we 
are  thinking  about  chain  gangs.  Fine,  we  had  them  and  nobody 
would  want  those  again.  But  the  real  question  today  is  how  you 
treat  prisoners,  whether  they  are  working  or  at  leisure;  it  is  how 
you  treat  them  that  matters.  So,  when  you  take  the  issue  out  of 
labor  standards  and  put  it  into  a  human  rights  context  instead  and 
think  of  how  you  are  treating  human  beings,  whether  prisoners  or 
otherwise,  that  is  when  it  begins  to  acquire  some  salience  from  a 
moral  point  of  view. 

Again  the  prison-labor  exclusion  happens  to  be  in  the  GATT  be- 
cause a  small  group  of  countries  at  the  end  of  the  war,  most  of 
them  developed  coim tries,  felt  it  should  be  put  in.  Its  universality 
is  not  automatically  to  be  assumed.  It  has  no  moral  salience  for  me 
at  all,  and  to  me  it  is  a  poor  and  misleading  substitute  for  thinking 
seriously  about  the  problem  of  the  human  rights  of  prisoners.  The 
same  is  true  if  you  think  about  child  labor.  If  the  alternative  to 
child  labor  is  starvation,  then  you  have  to  worry  about  a  moral 
trade-off.  Again,  the  same  is  true  of  minimum  wages. 

Thus,  economists  in  developing  countries  worry  today  about  what 
is  called  the  insider-outsider  problem:  High  wages  for  the  few  in- 
siders come  at  the  expense  of  those  outside.  Most  of  the  labor 
which  is  unionized  in  the  poor  countries  is  in  fact  among  the  not 
so  poor;  this  is  so  in  countries  like  India.  The  unionised  workers 
are  not  part  of  the  real  poor  who  are  instead  the  landless.  So  when 
you  talk  about  raising  the  wages  or  permitting  unions  to  raise 
wages  (not  the  right  to  associate  freely  for  the  negative  right  of  lib- 
erty and  political  activity,  but  the  positive  right,  as  philosophers 
call  it,  of  raising  wages)  then  it  becomes  an  issue  where  you  are 
maybe  really  helping  the  bourgeoisie,  in  Marxist  terms,  at  the  ex- 
pense of  the  really  poor.  Paradoxically,  you  are  worsening  equality 
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by  forcing  your  own  cultural  view  from  an  advanced  industrial  soci- 
ety on  to  a  poor  country! 

Again,  there  are  intergenerational  equity  problems.  If  you  raise 
wages,  today,  the  ability  to  accumulate  capital  could  be  reduced, 
and  therefore  you  will  not  be  able  to  create  enough  jobs  tomorrow 
to  draw  the  poor  from  the  landless  poor  into  gainful  employment. 
So,  minimum  wages  appear  attractive,  as  does  the  right  to  unionise 
for  this  purpose;  and  yet,  they  can  create  moral  trade-offs  that  are 
fairly  complex. 

When  you  have  gone  through  the  economic  argumentation,  and 
economics  is  not  monolithic  on  this  as  the  chairman  correctly  point- 
ed out  in  quoting  that  businessman,  there  can  be  legitimate  dif- 
ferences on  which  standards  make  sense  in  a  country.  Indeed, 
there  are  enough  numbers  of  people  in  the  poor  countries,  many  of 
them  democratic,  who  feel  from  their  own  developmental  experi- 
ences that  to  be  asked  by  us  to  adopt  labor  practices  from  here  or 
from  anywhere  simply  because  we  assert  that  these  labor  stand- 
ards are  universal  when  in  fact  they  are  culturally,  economically, 
ideas-wise  specific  to  our  part  of  the  world,  is  not  correct.  Labor 
standards  demanded  on  moral  grounds  in  fact  involve  moral  trade- 
offs since  they  necessarily  intermediate  through  economic  effects  in 
ways  which  are  broadly  cultural.  When  we  insist  on  others  adopt- 
ing our  standards  it  is  as  bad  as  another  country  coming  at  us  and 
saying  we  should  solve  our  problems  in  the  way  they  solve  their 
problem  in  relation  to  minimum  wages. 

So  the  legitimacy  question,  I  think,  is  a  more  complex  one  than 
normally  realized.  But  let  me  turn  to  other  reasons  why  the  devel- 
oping countries  worry  about  the  social  clause  and  the  demands  for 
labor  standards.  As  Secretary  Reich  himself  pointed  out,  we  are 
really  telling  the  developing  countries  to  shape  up.  So  these  coun- 
tries see  in  a  social  clause  precisely  a  selective  menu  of  standards 
which  are  aimed  exclusively  at  them,  rather  than  a  broad  menu 
that  would  tread  on  everyone's  toes.  This  suggests  strongly  a  pro- 
tectionist bias. 

Also,  consider  why  the  issue  has  acquired  salience  politically 
todav?  It  is  surely  because  of  the  fear  of  competition  from  the 
south,  from  the  poor  countries.  You  go  to  Europe  and  they  are  talk- 
ing about  the  "Asiatic  ants"  and  the  competition  fi-om  them.  You 
talk  about  the  1980s  experience  of  declining  wages  of  workers  here. 
There  is  a  fear  of  trade  with  the  poor  countries  of  the  south  causing 
this  problem.  The  fear  was  expressed  today  that  jobs  are  moving 
out  through  foreign  investment,  without  regard  to  the  fact  that,  in 
fact,  during  the  1980s,  we  received  much  more  foreign  investment 
than  we  put  out.  So,  if  anything,  we  should  have  gained  if  that  ar- 
gument was  correct  rather  than  lost  as  far  as  foreign  investment 
was  concerned. 

The  economic  analysis,  as  Secretary  Reich  pointed  out,  is  not 
supportive  of  the  fact  that  trade  is  in  fact  undermining  real  wages. 
But  that  fear,  as  you,  Mr.  Chairman,  pointed  out  during  the 
NAFTA  debate  was  nonetheless  a  very  real  one,  and  it  led  to  a 
class  warfare  virtually.  Clearly,  therefore,  fear  is  driving  the  de- 
mand for  a  social  clause  at  the  WTO,  and  this  is  why  the  develop- 
ing countries  feel  that  a  moral  issue  is  being  used  in  a  culture- 
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specific  way  to  impose  on  them  what  they  see  as  indirect  ways  of 
raising  their  production  costs  for  our  own  competitive  advantage. 

So  mey  worry  about  protectionism  and  then  they  say,  aha,  this 
issue  is  really  going  to  be  captured  by  protectionists  no  matter 
what  Vice  President  Grore  says,  no  matter  what  you  say,  Mr.  Chair- 
man, that  in  effect  the  reason  why  the  issue  is  politically  driven 
virtually  throughout  the  European  countries  and  here,  the  reason 
why  it  nas  become  a  big  issue,  is  because  of  the  fear  of  trade  with 
the  south,  and  what  it  is  going  to  do  to  our  income  distribution, 
which  is,  of  course,  a  legitimate  thing  to  worry  about. 

That  being  the  case,  they  do  not  want  it  in  the  WTO  simply  be- 
cause they  see  that  only  things  which  we  object  to  with  those  coun- 
tries will  be  put  in.  If  we  were  to  really  say,  look,  we  are  going  to 
throw  stones  at  your  glass  houses  without  building  fortresses 
around  our  own,  that  would  be  fine.  Thus,  the  desired  social  clause 
could  include  a  whole  lot  of  things,  for  example,  including  the 
treatment  of  our  migrant  labor,  could  then  lead  to  the  collapse  of 
our  agricultural  exports — we  would  not  be  able  to  export  agricul- 
tural products  because  we  don't  enforce  enough  in  terms  of  main- 
taining our  migrant  labor  rights.  Then  again,  we  have  much  less 
worker  participation.  We  are  also  way  behind  the  European  coun- 
tries, in  terms  of  actual  unionization,  suggesting  that  in  reality 
there  is  pressure  against  unionization,  despite  our  freedom  to  form 
unions.  I  see  this  certainly  at  Columbia  University  when  I  look  at 
the  recent  efforts  by  the  staff  to  unionize.  So  I  think,  given  all 
these  arguments,  I  ao  think  that  we  have  to  worry  about  the  inser- 
tion of  the  social  clause  into  the  WTO.  Therefore,  I  think  I  would 
rather  have  our  efforts  go  in  the  direction  which  you  suggest,  that 
is,  using  bilateral  aid  programs  to  spread  our  ideas  about  labor 
standards,  keeping  the  complexity  of  the  matter  very  much  in 
mind.  Also,  we  could  subsidize  NGO  activities,  financing  the  spread 
of  ideas,  and  if  your  ideas  are  good,  they  will  spread.  The  Pope 
doesn't  have  any  troops  and  we  don't  need  the  Spanish  Inquisition 
really  in  order  to  spread  Christianity.  If  Christianity  is  good,  it  will 
spread.  So  if  you  really  have  strong  moral  ideas,  they  will  spread, 
and  I  think  I  would  not  want  to  use  the  trade  method  which  will 
inevitably  be  captured  because  of  the  reasons  why  it  is  being  pro- 
pelled now.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Jagdish  Bhagwati  can  be  found  in 
the  appendix.] 

Chairman  Frank.  Thank  you.  Professor  Bhagwati.  Next,  Profes- 
sor Dorman. 

STATEME>rr  OF  PROFESSOR  PETER  DORMAN,  MICHIGAN 

STATE  UNIVERSITY 

Mr.  Dorman.  Thank  you.  Several  months  ago  I  was  asked  by  the 
Labor  Department's  Bureau  of  International  Labor  Affairs  to  pre- 
pare a  report  which  summarized  the  experience  of  different  inter- 
national bodies  with  the  issue  of  international  labor  rights,  propos- 
als in  this  area,  and,  above  all,  the  analysis  that  has  been  con- 
ducted around  this  issue  over  the  last  several  years.  In  particular, 
I  was  asked  to  organize  this  body  of  material  into  a  number  of  key 
questions,  and  I  have  circulated  to  you  some  of  the  questions  I 
looked  at. 
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I  obviously  don't  have  time  to  review  them  all  now,  but  we  can 
talk  about  them  later  if  you  wish  to.  Let  me  say  a  few  things  about 
some  of  them.  First,  we  should  be  clear  in  what  we  mean  by  labor 
rights  and  labor  standards,  and,  in  fact,  there  is  a  difference  be- 
tween the  two  which  ought  to  be  emphasized. 

Labor  rights,  properly  understood,  refer  to  procedural  guarantees 
for  individuals;  so,  for  instance,  prohibitions  against  forced  labor  or 
collective  bargaining  and  association  rights  should  be  thought  of  as 
labor  rights,  whereas  standards  are  attempts  to  dictate  what  out- 
comes ought  to  be — so,  for  instance,  minimum  wage  requirements 
could  be  thought  of  as  labor  standards,  also  hours  or  working 
conditions. 

Insofar  as  we  are  looking  at  large  differences  in  economic  devel- 
opment, it  should  be  obvious  that  our  preference  should  be  toward 
harmonization  of  labor  rights  as  against  standards,  insofar  as  we 
need  to  choose;  or  if  standards  are  important,  they  should  be 
thought  of  in  ways  that  make  them  look  as  much  like  right  as  pos- 
sible, and  I  can  get  into  that  later  if  you  wish  to  do  so. 

The  motive  behind  harmonization,  and  the  distinction  between 
motives,  are  very  important.  I  would  distinguish  between  one  mo- 
tive which  primarily  looks  to — ^you  could  describe  it  as  an  altruistic 
or  human  rights  motive — whicn  sees  labor  rights  essentially  as  a 
form  of  human  rights,  and  a  second  motive  which  has  more  of  an 
economic  component  to  it,  which  says  that  the  denial  of  labor  rights 
in  other  countries  has  economic  impacts  on  us  and  therefore  we 
have  an  interest  beyond  the  purely  altruistic  in  this  issue. 

Both  of  these  motives  are  obviously  expressed,  but  there  is  a  dif- 
ference between  them,  due  to  the  fact  that  we  have  to  weigh  them 
against  the  claims  of  national  sovereignty.  If  our  interest  is  strictly 
human  rights,  we  have  a  lesser  claim.  There  are  certain  core 
human  rights  around  which  we  might  wish  to  intervene  in  national 
sovereignty.  But  if  an  economic  case  can  be  made,  however,  the 
claim  broadens,  and  we  might  consider  various  greater  infringe- 
ments on  the  freedom  of  nations  to  do  as  they  choose. 

Another  very  important  distinction  has  to  do  with  the  under- 
standing of  labor  rights  in  the  context  of  international  trade,  in 
particular  between  two  visions  of  how  the  world  trading  system 
works.  This  is  not  always  made  explicit,  but  in  my  view  it 
underlies  much  of  the  debate. 

On  the  one  hand,  there  is  a  position  advanced  primarily  by  the 
advocates  of  labor  rights  which  compares  the  differences  between 
labor  rights  and  standards  around  the  world  to  differences  within 
a  country  and  says,  just  as  we  have  Federal  regulation  in  areas 
like  the  Wagner  Act  and  Fair  Labor  Standards  Act  and  so  forth, 
so  now,  as  the  economy  becomes  more  globalized,  we  should  now 
move  to  some  more  general  international  standardization  as  well. 
From  this  argument  flow  the  various  economic  consequences  which 
we  have  heard  about,  including  those  that  Congressman  Sanders 
stressed  very  strongly. 

On  the  other  hand,  you  have  a  view  which  emanates  from  the 
classical  theory  of  international  trade,  which  probably  most  econo- 
mists subscribe  to,  which  says  essentially  that  this  argument  is 
simply  wrong — that  it  is  intellectually  incoherent  and  that  the  con- 
cept of  competitiveness  that  underlies  it  is  really  a  nonconcept.  If 
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countries  engage  in  trade,  so  long  as  the  trade  is  balanced  in  the 
long  run  through  some  mechanism,  the  principle  of  comparative  ad- 
vantage assures  that  you  always  have  exports  with  which  you  pay 
for  your  imports,  and  so  the  workers  who  lose  their  jobs  in  the  im- 
port-competing industries  find  a  job  eventually  in  the  exporting  in- 
dustries that  expand.  Hence  the  general  argument  that  a  country 
cannot  lose  from  trade.  It  can  only  grow  from  trade. 

In  fact,  if  other  countries  around  the  world  reduce  their  labor 
rights  and  thereby  lower  their  costs,  in  a  system  of  free  trade  the 
residents  of  our  country,  as  a  group,  would  benefit.  We  would  be 
better  off  and  not  worse  off  as  a  result  of  such  an  action.  There  is 
the  perception,  of  course,  that  some  groups  within  a  country  can 
lose  from  free  trade.  There  are  winners  and  losers.  The  gains  ex- 
ceed the  losses,  but  there  are  also  losers.  Therefore,  you  have  to 
worry  about  protectionism. 

The  losers  may  organize  politically  in  order  to  prevent  a  wider 
gain  to  the  community  from  being  realized,  so,  for  the  most  part, 
economists  who  accept  this  view  of  the  world  are  oriented  toward 
preventing  protectionism;  in  fact,  that  is  a  major  impetus  behind 
their  work.  This  is  also  enshrined  in  the  GATT  process,  and  now 
prospectively  the  WTO  process,  so  it  is  not  simply  a  perspective  of 
economists;  it  is,  in  fact,  the  intellectual  heart,  as  it  were,  of  the 
world  trading  system. 

There  are,  however,  arguments  against  this  view  of  how  the 
world  trading  system  works.  In  particular,  I  would  say  the  main 
criticism  that  is  relevant  to  this  debate  has  to  do  with  whether  it 
is  true  that  trade  actually  does  tend  to  balance  either  by  some 
automatic  or  policy-driven  process  that  is  reasonably  costless.  Ex- 
change rate  adjustment  would  be  such  a  process,  but  it  may  not  be 
true  that  it  works  this  way.  If  it  is  not  true,  if  countries  in  fact  can 
run  persistent  current  account  deficits  as  a  result  of  not  being, 
quote  unquote,  competitive,  then  competitiveness  matters. 

In  the  real  world  one  could  argue  countries  deal  with  trade  prob- 
lems through  macropolicy  in  many  cases;  that  is,  through  constrict- 
ing their  economy.  This,  of  course,  leads  to  more  unemployment,  so 
it  may  be  that  the  workers  who  lose  their  jobs  as  a  result  of  more 
imports  don't  get  jobs  in  the  export  sector;  instead  they  become 
part  of  a  larger  group  of  workers  who  are  unemployed  because  the 
economy  cannot  afford  a  higher  level  of  employment  given  its  trade 
position.  There  are  other  arguments  as  well.  I  won't  get  into  them 
now.  We  can  get  into  them  later  if  you  wish. 

The  final  point  I  would  like  to  make  is  that — and  I  think  I  am 
echoing  the  Labor  Secretary  here — there  are  many  different  op- 
tions, and  sometimes  the  debate  has  a  tendency  to  center  on  just 
a  few. 

On  one  end  we  have  the  idea  of  a  social  clause  in  the  World 
Trade  Organization.  That  would  be  a  very  strong  approach  which 
would  have  powerful  effects,  and  that  is,  depending  on  how  you 
look  at  it,  either  good  or  bad.  On  the  other  hand,  there  are  more 
moderate  approaches  that  could  be  adopted,  and  I  reviewed  these 
in  my  report. 

I  would  like  to  close  by  saying  that  there  are  certain  political  or 
practical  considerations  that  ought  to  be  given  consideration. 
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The  first,  and  I  agree,  I  think,  with  the  entire  panel  here,  is  that 
protectionism  is  a  consideration.  There  is  always  the  danger  that 
an  issue  like  this  will  be  captured.  In  response  to  that,  it  is  impor- 
tant to  adhere  to  the  principle  of  multilateralism,  and  it  is  also  im- 
portant to  demand  that,  whatever  procedure  be  set  up,  it  adopt  the 
principle  of  transparency. 

The  second  issue  has  to  do  with  asymmetry,  that  we  are  talking 
about  policies  that  will  have  very  different  impacts  depending  on 
whether  you  are  talking  about  large  countries  or  small  countries, 
countries  that  are  very  trade-dependent  or  not  trade-dependent, 
countries  which  are  more  advanced  or  still  developing — and  in  the 
interest  of  fairness  and  of  building  an  international  consensus,  one 
must  respond  to  this  asjonmetry. 

The  fundamental  principle  here  is  flexibility.  Any  approach  we 
adopt — and  here  I  think  I  agree  with  Professor  Bhagwati — must  be 
one  which  addresses  our  own  behavior  as  well  as  the  behavior  of 
other  countries.  If  we  put  forward  an  approach  that  says,  "Thou 
shalt  do  this,"  but  has  no  corresponding,  "We  shalt  do  that,"  then 
there  are  legitimate  grounds  for  complaint. 

The  final  point  has  to  do  with  consensus.  In  order  to  achieve 
international  consensus  on  a  policy  which  does  have  significant 
ramifications  for  developing  countries,  it  is  extremely  important 
that  it  be  packaged  as  part  of  a  larger  set  of  proposals  that  offer 
benefits  to  developing  countries,  including  wider  trade  access, 
greater  capitalization  of  international  lending  institutions,  and 
other  policies  that  offer  benefits  to  developing  countries  that  in 
their  view,  not  ours,  but  theirs,  will  be  perceived  as  compensating 
for  whatever  costs  a  labor  rights  initiative  may  have  for  them. 
Thank  you. 

[The  prepared  statement  of  Peter  Dorman  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Thank  you.  Ambassador  Katz. 

STATEMENT  OF  AMBASSADOR  ABRAHAM  KATZ,  PRESmENT, 
UNITED  STATES  COUNCIL  FOR  INTERNATIONAL  BUSINESS 

Mr.  Katz.  Thank  you,  Mr.  Chairman.  You  have  attached  as  my 
personal  proposal  a  paper  on  trade  and  workers'  rights.  I  want  to 
stress  that  this  is  personal,  it  does  not  represent  a  position  of  the 
United  States  Council  for  International  Business.  The  paper  by 
Bob  Morris,  our  Senior  Vice  President  in  Washington,  is  an  analy- 
sis which  does  reflect  very  closely  the  views  of  our  organization, 
and  I  will  defend  it  against  the  attack  that  you  made  by  taking  one 
of  his  remarks  out  of  context  in  a  few  minutes. 

The  first  thing  I  would  like  to  say  is  there  is  no  such  thing  as 
internationally  recognized  worker  rights.  Let's  get  that  straight. 
We,  the  Secretary  of  Labor,  the  U.S.  government,  and  various  bits 
of  unilateral  legislation  use  a  number  of  concepts,  just  words,  like 
freedom  of  association,  like  child  labor,  like  acceptable  conditions 
of  labor.  When  the  Europeans  and  the  rest  of  the  world  use  the 
words,  "internationally  recognized  workers'  rights,"  they  refer  to 
the  corpus  of  legislation  in  the  ILO,  174  conventions.  Sometimes 
they  refer  to  the  core  conventions  that  Secretary  Reich  mentioned. 

I  might  say  that  there  is  a  discrepancy  between  what  the  ILO 
considers  to  be  the  core  conventions,  what  the  United  States  con- 
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siders  to  be  basic  workers'  rights.  The  Secretary  was  right,  of  those 
core  conventions  we  have  only  been  able  to  ratify  one  of  two  con- 
ventions on  forced  labor.  When  it  comes  to  freedom  of  association 
and  right  to  organize  and  collective  bargaining,  you  should  know 
that  we  cannot  ratify  conventions  87  and  98  because  they  are  in 
a  number  of  material  respects  at  variance  with  U.S.  law  and  prac- 
tice. That  fact  has  been  demonstrated  in  this  booklet  that  was  pre- 
pared by  the  Labor  Policy  Association  and  by  our  labor  counsel  and 
has  not  been  contested  in  the  tripartite  forum  for  screening  conven- 
tions. 

Yes,  the  U.S.  government  in  this  tripartite  forum  is  looking  at 
the  current  convention  on  discrimination  in  employment.  I  might 
say  there  is  a  little  old  constitutional  question  there  that  is  not 
raised  by  employers,  just:  Can  you  force  the  Heritage  Foundation 
to  employ  a  communist?  A  little  thing  like  that.  I  think  that  illus- 
trates the  complexity  of  the  issues. 

Now,  the  notion  of  improving  the  condition  of  workers  dates  back 
to  the  last  century.  It  dates  back  to  earlier  than  the  Treaty  of  Ver- 
sailles, and  it  was  feared  even  then  that  inferior  conditions  of  work 
would  confer  a  competitive  advantage.  Now,  Bob  Morris  has  point- 
ed out  that  experience  since  then  indicates  probably  to  the  con- 
trary. In  fact,  he  said  the  weight  of  both  the  evidence  and  the  expe- 
rience suggests  that  the  higher  the  level  of  such  standards,  the 
more  competitive  and  prosperous  is  a  society  or  its  enterprises 
which  compete  in  the  global  economy. 

The  star  example  of  that  happens  to  be  the  U.S.  economy,  which 
is  the  most  productive  and  competitive  in  the  world,  and  we  would 
hold  up  our  member  companies  who  have  very  high  standards  of 
employment  and  training  of  workers  as  being  among  the  most  com- 
petitive in  the  world.  And  if  one  were  to  include  other  competitive 
economies  such  as  the  Japanese,  you  would  see  that  they  are  not 
very  much  further  behind. 

Now,  that  doesn't  mean  that  we  shouldn't  do  our  best  to  raise  the 
standards  of  workers  and  confer  upon  them  rights  as  Professor 
Dorman  has  said,  assure  worker  rights.  The  instrument  for  that  is 
the  ILO.  At  its  inception,  at  its  very  inception,  the  notion  of  using 
trade  sanctions  to  enforce  these  rights  was  considered  and  rejected. 

Again,  in  the  period  of  reexamining  the  ILO  constitution,  as  the 
Second  World  War  was  coming  to  an  end,  this  notion  was  consid- 
ered and  rejected.  And,  again,  it  was  rejected  3  years  ago.  We  have 
just  formed  in  the  ILO  a  working  party  to  examine  it  again.  I  feel 
confident  that  it  will  be  rejected  again.  ILO  conventions  are  nego- 
tiated in  the  annual  conference  and  ratification  is  essentially  vol- 
untary. There  is  supervisory  machinery  which  exists  that  operates 
on  the  basis  of  sunshine,  not  sanctions.  That  is  not  to  denigrate  the 
effectiveness  of  the  ILO. 

Mr.  Chairman,  with  all  the  international  machinery  in  place  only 
the  ILO  has  begun  to  consider  a  complaint  about  violation  of  free- 
dom of  association  in  China.  That  is  a  complaint  that  I  have  here, 
and  it  shows  that  the  ILO  is  capable  of  taking  up  issues  involving 
basic  workers'  rights.  Now,  that  doesn't  mean  that  ILO  procedures 
and  effectiveness  are  perfect.  They  are  subject  to  considerable  criti- 
cism, but  the  solution  lies  not  in  applying  trade  sanctions  to  that, 
but  introducing  greater  flexibility  and  a  certain  amount  of  sim- 


34 

plification  so  that  the  developing  countries  can  ratify  many  more 
ILO  conventions.  For  example,  the  convention  on  child  labor  has 
very  few  ratifications  to  its  record. 

Now,  trade:  Trade  relations  are  a  contractual  matter,  and  this 
has  been  the  case  since  the  formation  of  the  GATT,  and  in  the 
WTO  almost  every  tariff  is  bound.  If  you  want  to  change  the  nature 
of  the  contract  after  it  has  been  essentially  negotiated  by  introduc- 
ing a  new  set  of  conditions  involving  the  content  and  implementa- 
tion of  domestic  laws  with  no  documented  or  documentable  impact 
on  the  trade  of  other  countries,  I  doubt  very  much  if  the  other  sig- 
natories to  the  contract  are  going  to  agree. 

Now,  the  developing  countries  have  raised  a  storm  when  we 
raised  this  issue  in  Marrakesh,  and  the  Administration  has  backed 
off  a  little  bit.  All  they  want  to  do  now  is  to  study  this  issue.  They 
want  to  study  it  in  various  forums.  In  the  OECD,  we  just  agreed 
to  study  the  whole  issue  of  labor  rights  and  competitive  advantage 
so  the  issue  that  you  raise,  Mr.  Chairman,  will  be  analyzed  very 
thoroughly  in  a  competent  organization. 

The  ILO  has  agreed  to  discuss  this  issue  again.  The  problem 
with  discussing  it  in  the  WTO,  as  the  Congressman  proposed,  is 
that  the  WTO  is  a  trade  organization,  a  contractual  organization, 
and  developing  countries  are  not  going  to  accept  the  notion  that 
their  contract  is  going  to  be  subject  to  change  without  their  agree- 
ment. 

Now,  the  idea,  about  the  social  clause  not  being  protectionist, 
that  we  must  protect  ourselves  against  protectionism,  is  a  very  at- 
tractive one.  I  have  no  doubt  about  the  goodwill  of  Secretary  Reich 
and  Vice  President  Gore,  but  as  Professor  Bhagwati  has  made 
clear,  our  association  with  the  protectionist  circles  in  countries  like 
France  in  this  push  makes  these  assertions  on  the  part  of  our  Ad- 
ministration very  hard  for  developing  countries  to  believe. 

As  a  result  of  this  initiative,  I  am  sorry  to  report  there  has  been 
a  sense  of  outrage  in  the  countries  of  the  South  and  I  think  we 
have  succeeded,  the  United  States  government  has  succeeded,  in 
arousing  a  North-South  controversy  which  has  been  dormant  in  re- 
cent years,  and  these  animosities  in  the  wake  of  the  successful  con- 
clusion of  the  Uruguay  Roxmd  are  really  going  to  get  in  the  way 
of  achieving  important  business  and  national  objectives. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Abraham  Katz  can  be  found  in  the 
appendix.] 

Chairman  Frank.  Mr.  Levinson. 

STATEMENT  OF  JEROME  I.  LEVINSON,  VISITING  SCHOLAR, 
ECONOMIC  POLICY  INSTITUTE 

Mr.  Levinson.  Mr.  Chairman,  thank  you.  It  is  long  overdue,  the 
idea  of  introducing  worker  rights  as  part  of  the  performance  cri- 
teria which  the  Bretton  Woods  institutions — World  Bank  and  the 
IMF — consider  in  assessing  a  country's  performance  and  therefore 
eligibility  for  resources  from  these  institutions.  The  same  is  true  of 
the  regional  development  banks,  particularly  the  Inter-American 
Development  Bank,  so  the  initiative  to  which  you  referred  and  ap- 
parently which  is  cooking  in  this  subcommittee  is  highly  welcome, 
and  I  think  should  go  forward  with  as  much  force  as  is  possible. 
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Now,  on  this  front  there  is  both  good  news  and  there  is  bad 
news.  On  Friday  in  the  IMF  Board  of  Executive  Directors  the  U.S. 
executive  director  for  the  first  time  made  a  really  strong  statement 
in  connection  with  worker  rights  related  to  an  operation  which  was 
before  the  International  Monetary  Fund,  specifically  Nicaragua. 
And  her  warning  was  very  clear  that  the  Bretton  Woods  institu- 
tions should  not  go  overboard  in  promoting  labor  flexibility  as  part 
of  economic  efficiency  considerations  in  countries  where  respect  for 
and  protections  for  basic  worker  rights  are  weak,  as  in  Nicaragua 
and  in  many  other  countries.  So  that  is  the  good  news,  that  the 
U.S.  executive  director  was  firm  and  very  strong  in  this  connection. 

The  bad  news  is  that  as  illustrated  in  the  Nicaragua  operation, 
the  World  Bank  negotiated  conditions  with  the  Nicaraguan  Govern- 
ment which  undermine  basic  worker  rights,  ILO  conventions  87 
and  98,  the  right  to  organize,  the  ri^ht  to  bargain  collectively  and 
the  right  to  strike,  and  the  intervention  of  the  U.S.  executive  direc- 
tors in  both  the  World  Bank  and  the  IMF  comes  too  late  to  aff*ect 
these  conditions. 

The  point  about  the  Nicaragua  operation  is  merely  illustrative  of 
the  fact  that  there  is  a  strong  bias  within  these  institutions  which 
is  antiunion  and  antiworker,  in  terms  of  the  conditionalities  to 
which  you  have  referred  and  which  do  involve  a  deep  intervention 
into  the  economic  and  social  conditions  in  these  countries. 

With  respect  to  the  question  of  whether  or  not  there  are  agreed 
international  worker  rights,  I  might  also  point  out  that  the  NAFTA 
labor  side  agreement  included  a  statement  of  labor  principles 
which  was  very  clear;  whether  one  agrees  or  not,  with  the  specific 
language  of  ILO  conventions  87  and  98,  the  right  to  organize,  the 
right  to  bargain  collectively,  and  the  right  to  strike  should  be  con- 
sidered and  are  considered  generally  accepted  core  international 
worker  rights. 

With  respect  to  the  last  point  made  by  Ambassador  Katz  about 
the  storm  in  Marrakesh  and  the  solicitude  over  the  indignation  of 
many  of  the  developing  countries  to  which  Professor  Bhagwati  also 
alluaed,  one  might  also  point  out  that  there  are  some  inherent  con- 
tradictions. After  all,  Brazil  and  the  other  countries  of  MERCOSUR 
are  right  now  engaged  in  trying  to  negotiate  a  social  clause  them- 
selves which  largely  parallels  what  the  European  Community  has 
tried  to  do.  So  there  is  something  of  a  contradiction  in  at  least 
some  of  the  positions  of  countries  like  Brazil  and  its  partners  in 
MERCOSUR,  where  they  themselves  are  trying  to  arrive  at  some 
basic  protections  for  worker  rights  as  part  of  a  free  trade  agree- 
ment, but  at  the  same  time,  they  are  raising  fears  about  those 
rights  in  a  more  international  context. 

With  respect  to  the  multilateral  financial  institutions,  I  com- 
pletely share  the  point  of  view  which  you  expressed  that  the  bias 
and  the  conditionalities  are  completely  unbalanced  in  terms  of  the 
protection  of  capital  to  the  disadvantage  of  workers,  so  the  initia- 
tive to  introduce  worker  rights  into  the  country  performance  cri- 
teria used  by  these  institutions  is  a  very  positive  one.  The  danger 
is  that  the  way  in  which  these  institutions  now  interpret  worker 
rights  results  in  their  actually  undermining  those  worker  rights 
and  therefore  vigilance  by  this  subcommittee,  I  think,  is  particu- 
larly important  as  it  carries  this  initiative  forward.  Thank  you. 
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[The  prepared  statement  of  Jerome  I.  Levinson  can  be  found  in 
the  appendix.] 

Chairman  Frank.  Thank  you.  Let  me  begin  with  Professor 
Bhagwati.  When  we  talk  about  cultural  imposition  and  the  reason 
not  to  do  that,  do  you  believe  there  has  been  any  pattern  of  that 
in  the  structural  adjustment  agreements  and  in  the  other  condi- 
tions that  have  been  imposed  by  the  multilateral  institutions? 

Mr.  Bhagwati.  No,  no,  I  agree,  Mr.  Chairman,  with  the  general 
remark  you  made  earlier  which  was  that  sovereignty  was  not  the 
real  issue  because  one  is  already  infringing  it  by  definition  as  soon 
as  one  imposes  any  kind  of  conditionality.  I  simply  wanted  to  point 
out  that  in  this  particular  case  of  the  social  clause  the  kinds  of 
things  which  we  are  putting  down  here  reflect  our  own  culturally- 
defined  sense  of  what  is  morally  appropriate.  These  demands  are 
not  comparable  in  universality  to  habeas  corpus  or  democracy. 

Chairman  Frank.  But  there  are  people  here,  you  would  be  sur- 
prised how  many  votes  we  have  here  that  say  habeas  corpus  isn't 
morally  appropriate  in  the  United  States,  so  we  had  better  find  a 
different  example.  I  don't  think  habeas  corpus  would  carry  on  the 
floor  of  the  House  right  now  if  it  were  up. 

Mr.  Bhagwati.  But  we  do  have  it. 

Chairman  Frank.  I  know.  It  is  a  good  thing  we  are  stuck  with 
it  because  if  we  had  to  reenact  it,  I  think  it  would  lose, 

Mr.  Bhagwati.  You  never  know. 

Chairman  Frank.  Forget  habeas.  The  analogy,  though,  is  to 
some  of  the  structural  adjustment  requirements,  the  conditions 
that  say  you  have  to  pay  your  farmers  more,  you  have  to  cut  back 
on  this  budget,  you  have  to  cut  back  on  that  subsidy.  I  mean,  I 
think  we  are  agreeing  that  the  IMF  and  the  World  Bank  have  been 
for  many  years  interfering,  if  that  is  the  way  you  want  to  put  it, 
with  the  sovereignty  of  borrowing  countries  and  the  answer  is  if 
you  are  going  to  be  the  recipient  of  someone  else's  funds,  you  lose 
some  sovereignty. 

Mr.  Bhagwati.  Rather,  what  I  am  saying  is  that  the  kind  of  con- 
ditionality you  are  trying  to  impose  is  not  appropriate. 

Chairman  Frank.  But  my  question  is,  is  it  any  less  appropriate? 

Mr.  Bhagwati.  As  for  the  other  conditionalities,  I  have  long  ar- 
gued against  many  kinds,  imposed  by  the  World  Bank  for  instance. 
Conditionality  is  inevitable  and  arguments  against  it  on  the  gen- 
eral principle  that  nations  should  not  have  their  sovereignty  in- 
fringed have  no  appeal  to  me.  And  you  are  absolutely  right,  Mr. 
Chairman,  when  you  say  that  there  is  inconsistency  involved  in 
asking  for  one  kind  of  conditionality  (the  conventional  economic 
one)  while  objecting  to  another  on  grounds  of  principle. 

Chairman  Frank.  I  don't  think  anybody  is  talking  about  sov- 
ereignty here  in  a  serious  way.  If  they  were,  I  want  to  know  where 
they  were  when  the  IMF  and  the  World  Bank  for  years  have  been 
telling  people  change  this  part  of  your  budget,  pay  your  farmers 
more,  don't  do  this  much. 

The  other  question  I  have  is  though  you  say  that  we  haven't  got 
the  moral  right  to  do  it,  that  is  with  regard  to  trade.  Setting  aside 
the  argument,  and  Ambassador  Katz  has  made  it  and  I  think  he 
made  explicit  what  was  implicit  with  you,  that  trade  is  kind  of  a 
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contractual  situation  where  you  are  least  justified  in  imposing  your 
precepts,  what  about  bilateral  and  multilateral  aid? 

I  am  going  to  give  you  some  money.  What  is  the  moral  inappro- 
priateness  of  my  conditioning  the  money  I  give  you  on  my  saving 
I  want  you  to  do  this  and  that,  because  that  is  what  we  are  talking 
about  here.  We  are  not  talking  about  trade.  We  are  talking  about 
a  multilateral  or  bilateral  assistance  situation,  and  also  one  in 
which  we  haven't  got  enough  money  to  go  around  so  we  need  some 
selection  criteria.  Is  it  wrong  for  us  to  take  into  account,  if  we  are 
going  to  give  as  among  worthies,  that  we  choose  those  worthies 
that  do  most  comply  with  what  we  think  is  the  right  way  to  do 
things. 

Mr.  Bhagwati.  If  you  are  giving  foreign  aid  or  a  special  trade 
concession  like  GSP  you  are  going  out  of  the  normal  contractual 
arrangements. 

Chairman  Frank.  That  is  much  of  what  we  are  talking  about. 

Mr.  Bhagwati.  It  seems  to  me  perfectly  natural  to  say,  then, 
look,  in  that  case,  we  will  lie  in  that  bed  with  you,  like  in  NAFTA 
also,  only  if  you  conform  to  our  views.  NAFTA  is  a  preferential  dis- 
criminatory arrangement  aiding  Mexico,  so  I  have  always  argued 
in  public  tnat  in  that  case  it  is  OK  to  go  for  a  social  clause  on  labor 
standards  and  to  say,  look,  we  won't  do  it  for  you  unless 

Chairman  Frank.  So  many  of  your  restrictions  dealt  with  trade, 
but  when  you  get  to  GSP  or  multilateral 

Mr.  Bhagwati.  But  it  gets  back  again  to  the  other  issue.  I  was 
not  saying  that  we  should  not  necessarily  impose  our  views  in  such 
context,  but  I  was  rather  saying  that  when  you  impose  any  kind 
of  conditionality  like  that  for  anything  you  are  doing,  then  you  bet- 
ter be  sure  that,  in  fact,  you  are  doing  something  really  sensible 
and  good.  Just  because  a  measure  sounds  morally  superior  does  not 
in  fact  mean  that  it  is  so.  This  is  so  when  it  comes  to  the  labor 
standards  as  you  probe  deeper  and  this  is  why  I  emphasized  my 
background  in  development  economics  that  when  you  look  at  the 
institutions  and  the  circumstances  in  which  these  decisions  have  to 
be  taken,  that  when  you  intermediate  these  standards  through  the 
economic  implications,  then  you  often  see  a  moral  trade-off.  Re- 
gardless of  whether  or  not  we  have  the  right  to  impose  standards, 
we  should  be  careful  that  we  are  correct  in  evaluating  the  impact 
of  what  we  are  demanding. 

Chairman  Frank.  Professor  Piore,  you  had  something  to  say. 

Mr.  Piore.  I  would  like  to  take  issue  with  the  notion  that  there 
is  a  moral  consensus  in  each  of  these  developing  countries  that  we 
are  speaking  to,  number  one;  and  number  two,  that  necessarily 
their  labor  standards  are  so  weak  that  they  couldn't  meet  inter- 
national conditions. 

First,  it  seems  to  me  that  in  most  of  the  developing  countries 
that  I  am  familiar  with  and,  granted,  I  don't  have  the  kind  of  fa- 
miliarity that  Professor  Bhagwati  has,  but  nonetheless  there  is  a 
wide  debate  about  standards,  labor  standards  and  about  the  moral- 
ity and  the  economics  of  those  standards,  and  we  are  not  nec- 
essarily imposing  our  values  on  these  countries  so  much  as  enlarg- 
ing that  debate  and  entering  into  these  national  debates  and 
allying  ourselves  with  certain  moral  positions  within  those  coun- 
tries. 


38 

Second,  I  think  we  have  suffered  enormously  in  this  country  and 
particularly  our  labor  movement  has  suffered  from  the  idea  that 
there  are  not  labor  standards  abroad,  and  one  of  the  things  which 
I  hope  very  much  by  raising  this  as  an  issue  is  that  we  will  be 
drawn  into  really  understanding  and  getting  a  better  view  as  to 
what  our  competitive  advantages  and  disadvantages  are  relative  to 
other  countries  in  the  world. 

It  took  us  at  least  10  years  to  recognize  that  the  Japanese  sys- 
tem of  industrial  relations  and  management  might  not  be  based 
solely  on  low  wages,  but  rather  was  actually  built  on  a  series  of  dif- 
ferent practices  which  turned  out  to  be  more  efficient  than  those 
which  were  standard  in  our  own  country.  I  think  that  if  we  had 
been  drawn  into  a  substantive  debate  about  labor  standards  in  the 
1970s  with  other  countries,  we  would  have  recognized  much  more 
quickly  what  the  realities  of  the  Japanese  system  of  management 
were. 

I  think  something  of  the  same  thing  has  happened  in  the  debate 
about  Mexico.  We  underestimated  how  much  Mexico  had  a  frame- 
work of  labor  standards.  So  it  seems  to  me  that  it  is  very  important 
to  make  a  distinction  between  this  notion  that  what  we  are  doing 
is  imposing  our  standards  and  the  idea  of  entering  into  a  discus- 
sion and  debate  about  labor  standards. 

Chairman  Frank.  I  am  delighted  that  you  reminded  us  of  that 
because  I  think  that  is  obviously  the  case,  and  I  think  Professor 
Bhagwati  would  agree,  we  are  talking  about  dialogue  here.  I  should 
say  although  my  own  involvement  has  been  more  in  the  political 
than  the  economic,  I  think  we  underestimate  the  universality  of 
some  of  our  standards,  that  is,  the  number  of  8-year-olds  that  love 
to  work  all  day,  I  think,  is  really  quite  small.  I  don't  think  it  is  a 
purely  Western  trait  that  a  kid  would  rather  play  than  work.  It  has 
certainly  been  the  case  in  political  rights. 

I  think  there  is  an  opposite  danger  here  that  we  will  get  into  a 
kind  of  view  that  almost  implies  that  kind  of  fundamental  racial 
gaps  that  aren't  there.  I  must  say  one  of  the  things  that  most  im- 
pressed me  recently  was  the  extent  to  which  the  people  of  Cam- 
bodia came  out  to  vote  in  overwhelming  numbers  despite  the  fact 
that  people  told  them  they  had  a  high  possibility  of  being  shot.  You 
know,  we  were  told,  well,  these  are  sort  of  Western  values,  and  so 
forth,  and  in  that  situation  with  no  history  of  democracy,  with  the 
terrible  problems  from  the  Khmer  Rouge,  and  so  forth,  the  turnout 
was  overwhelming.  It  turns  out  that  the  right  to  run  your  own 
country  is  a  fairly  fundamental  human  right,  not  some  Western  af- 
fectation, and  I  think  that  is  true  with  much  of  what  we  are  talk- 
ing about  here,  so  I  think  Professor  Piore  has  been  helpful  with 
that. 

Let  me  turn  now  to  Ambassador  Katz.  You  said  that  I  took  Mr. 
Morris's  comments  out  of  context.  I  don't  think  I  did.  I  thought  I 
quoted  it  exactly.  I  read  the  context  before  and  after.  Out  of  which 
context  did  I  take  it?  Would  you  supply  us  the  context  that  will 
help  us  understand  it?  I  have  his  statement  in  front  of  me,  pages 
8  and  9.  Please  show  me  where  I  took  it  out  of  context. 

Mr.  Katz.  Well,  I  was  referring  to  your  saying  that  as  a  result 
of  this  sentence — that  the  reverse  was  true,  that  we,  that  American 
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companies  were  in  favor  of  raising  wages  in  order  to  become  more 
competitive.  That  isn't  the  point.  The  point  is 

Chairman  Frank.  But  that  is  the  point.  That  is  what  he  says, 
not  just  wages,  standards.  In  fact,  first  of  all 

Mr.  Katz.  No,  no. 

Chairman  FRANK.  I  read  both  sentences.  Out  of  context — I  take 
that  as  a  serious  charge.  I  read,  I  thought,  the  sentence  before  it. 
It  says  that  "[t]he  weight  of  both  evidence  and  experience  suggests 
that  the  higher  the  level  of  standards,  the  more  competitive  and 
prosperous  is  a  society  or  its  enterprises."  I  want  to  make  this  dis- 
tinction because  I  beheve  that  we  all  tend  to  agree  with  that  more 
as  to  the  society,  but  we  are  getting  a  kind  of  a  free  rider  problem 
here  to  some  extent,  and  when  you  say  that  the  higher  the  level 
of  standards  the  more  competitive  and  prosperous  is  a  society  or 
its  enterprises,  how  am  I  taking  it  out  of  context  to  say  that  savs 
that  if  you  want  your  enterprise  to  be  more  competitive,  one  of  tne 
things  you  should  do  is  to  raise  the  standards  and  working  condi- 
tions. 

Mr.  Katz.  That  is  the  opposite.  To  raise  wages  unilaterally  some- 
times is  indicated  if  you  are  going  to  get  a  higher  level  of  skill  and 
productivity,  yes,  and  some  of  our  companies  do  that,  and  I  would 
say  that  a  company  like  General  Electric  in  the  United  States  is 
more  competitive 

Chairman  Frank.  How  did  I  take  it  out  of  context?  What  context 
did  I  destroy?  What  is  the  context — because  I  am  reading  it. 

Mr.  Katz.  You  were  saying  that  in  effect — ^you  didn't  hear  compa- 
nies were  voluntarily  raising  their  wages  in  order  to  get  higher— 
to  become  more  competitive.  Of  course,  not.  Companies  raise  their 
wages  when  the  productivity  of  their  work  force  increases  and 
when  raising  wages  will  contribute  to  the  increase  of  that  produc- 
tivity. 

Chairman  Frank.  And  you  believe  that  when — I  guess  here  is 
where  I  am  very  surprised,  and  I  still  don't  see  the  context  I 
missed  because  I  was  reading  what  he  said.  It  has  been  my  impres- 
sion, I  have  heard  companies  tell  employees  you  must  take  a  wage 
reduction,  you  must  give  us  more  flexibility,  you  must  allow  us  this 
or  that  or  the  other  so  we  can  be  more  competitive.  So  I  am  sur- 
prised by  the  notion  that  lowering  the  standards,  "we  see  no  prima 
facie  evidence  that  low  or  denied  standards  endow  a  competitive 
advantage."  Again,  I  am  not  talking  about  the  society  now,  I  am 
talking  about  the  individual  companies  because  I  think  the  argu- 
ments are  somewhat  different.  I  have  iust  a  recollection  of  a  lot  of 
individual  companies  saying  we  must  lower  the  standards  because 
we  are  in  competitive  trouble.  Were  they  lying  or  making  that  up? 
What  does  that  mean,  low  or  denied  standards  do  not  endow  a 
competitive  advantage?  If  your  wage  costs  are  less  than  those  of  a 
competitor,  that  doesn't  give  you  a  competitive  advantage? 

Mr.  Katz.  Well,  sometimes  it  does  and  sometimes  it  doesn't. 

Chairman  Frank.  So  it  should  have  said  since  we  see  no  prima 
facie  evidence  that  it  always  does,  but  it  sometimes  does? 

Mr.  Katz.  Sometimes  it  does. 

Chairman  Frank.  Does  he  say  that  here? 

Mr.  Katz.  We  are  talking  about  the  overall  competitiveness 

Chairman  Frank.  No,  no,  Ambassador  Katz. 
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Mr.  Katz.  Of  our  economy  and  of  our  leading  companies. 

Chairman  Frank.  No,  no.  Ambassador  Katz,  now  you  are  the  one 
who  is  playing  games  with  context.  Where  are  the  words,  "leading 
companies '  in  here?  I  don't  see  "leading  companies." 

Mr.  Katz,  We  take  our  companies  as  a  whole. 

Chairman  Frank.  No,  now  we  are  talking  about  the  individual 
ones.  You  are  the  one  who  is  trying  to  get  out  of  what  he  says.  I 
agree  the  economy  as  a  whole  is  one  thing,  but  he  says  "either  on 
countries  or  companies,"  and  he  says  "a  society  or  its  enterprises," 
so  I  still  don't  understand  what 

Mr.  Katz,  I  would  maintain.  Congressman,  that  American  enter- 
prises taken  as  a  group  are  more  competitive  than  their  competi- 
tors in  any  country  that  you  care  to 

Chairman  Frank.  I  agree,  but  that  is  not  the  issue.  I  would  also 
be  glad  to  join  you  in  stipulating  that  today  is  Tuesday,  Ambas- 
sador Katz,  and  that  the  month  is  June.  Let  s  go  back  to  what  Mr. 
Morris  said.  Let  me  be  very  clear.  This  is  not  a  game.  I  think  what 
you  have  here  is  a  guy  who  says  one  thing  in  one  context  and  one 
thing  in  another,  because  we  have  all  heard  the  argument  that  we 
need  to  lower  wages,  that  we  need  to  have  fewer  organizational 
rules,  that  unions  are  a  problem,  that  a  ban  on  striker  replacement 
will  kill  us.  The  argument  is  not  that  I  will  have  less  money  in  my 
pocket,  but  that  we  will  be  at  a  competitive  disadvantage.  People 
are  always  making  that  argument,  and  now  I  have  a  spokesman 
for  your  organization  in  official  policy  saying  there  is  no  prima 
facie  evidence  that  low  or  denied  standards  endow  a  competitive 
advantage. 

It  doesn't  say  only  for  leading  companies,  and  so  forth,  and, 
again,  I  am  not  talking  about  the  economy,  I  am  talking  about 
companies. 

I  find  a  glaring  hypocritical  gap  between  that  statement  and  the 
arguments  I  have  seen  in  case  after  case  that  says  we  better  cut 
our  wages  for  competitive  advantage.  I  mean,  did  I  make  this  up? 
Is  it  not  the  case  that  American  companies  sometimes  tell  their 
workers  they  are  going  to  have  to  take  less  because  of  competitive 
international  disadvantage? 

Mr.  Katz.  Yes,  that  is  true,  Mr.  Chairman. 

Chairman  Frank.  Is  that  not  prima  facie  evidence  that  to  lower 
or  deny  standards  would  endow  a  competitive  advantage? 

Mr.  Katz.  No,  because  as  a  whole  America 

Chairman  Frank.  It  doesn't  say  as  a  whole,  Ambassador  Katz. 
It  says  companies  or  enterprises. 

Mr.  Katz,  Put  in  a  caret  and  say  that  American  enterprises  as 
a  whole. 

Chairman  Frank.  Oh,  I  see.  So  I  read  the  thing  out  of  context 
because  I  read  it  literally  and  I  didn't  see  the  invisible  caret  with 
"as  a  whole."  I  might  suggest  to  your  vice  president  that  if  he 
wants  me  to  read  his  carets  that,  you  know,  carrots  improve  your 
eyes,  but  the  absence  of  carets  does  not  improve  your  eyes.  I  have 
to  eat  more  to  see  them. 

The  fact  is,  and  I  accept  your  acknowledgment  that  he  should 
have  changed  this,  but  I  think  that  is  a  problem  because  this  state- 
ment, I  believe,  frankly,  is  not  very  honest.  Everybody  tends  in 
public  policy  to  overargue  their  case.  To  argue  that  it  is  a  mistake 
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you  will  overdo  it,  that  is  a  very  reasonable  argument.  But  for  a 
group  of  international  business  people  to  come  in  and  say  there  is 
no  prima  facie  evidence  that  low  or  denied  standards  endow  a  com- 
petitive advantage,  the  weight  of  the  evidence  says  that  the  higher 
the  level  of  standards,  the  more  competitive  is  the  enterprise — that 
is  just  so  at  variance  with  your  practice  and  your  rhetoric  in  every 
other  situation  that  you  undermine  yourselves  when  you  say  it 
here  that  way. 

Mr.  Katz.  I  won't  continue  to  argue  the  point,  Mr.  Chairman,  but 
I  would  say  that  even  some  of  those  companies  that  have  reduced — 
have  had  to  reduce  wages  or  lay  off  workers  to  become  competitive 
have  higher  standards  than  most  of  the  competitors  abroad. 

Chairman  Frank.  I  agree,  but  then,  you  say  they  reduced  their 
standards  to  become  competitive,  is  that  what  you  said? 

Mr.  Katz.  To  become  more  competitive. 

Chairman  FRAhTK.  So  you  agree  that  sometimes  you  reduce 
standards  to  become  more  competitive.  That  is  the  opposite  of  what 
this  man  said. 

Mr.  Katz.  You  reduce  wages  or  you  reduce  numbers  of  workers. 

Chairman  Frank.  I  agree,  that  is  certainly  the  fact  in  some 
cases.  My  objection  is  to  the  man  saying  the  exact  opposite  for  tac- 
tical purposes.  You  shouldn't  do  that  because  it  doesn't  help  your 
case. 

Let  me  ask  one  last  question  here,  and  that  is  with  regard  to 
wages,  because  I  think  we  would  say  we  have  a  fairly  broad  range 
of  agreement  that  where  we  are  talking  about  programs  where  we 
con^r  a  benefit  on  someone  else  as  a  matter  of  our  sovereign 
choice,  we  have  a  right  to  take  into  account  certain  things  and  cer- 
tain standards  can  be  taken  into  account.  Should  wages  ever  be  a 
factor  in  our  decision  about — let's  leave  aside  the  general  trade 
issue  because  there  are  other  debates  about  that — multilateral  and 
bilateral  assistance? 

Professor  Dorman. 

Mr.  Dorman.  I  would  like  to  make  two  points  here.  The  first  is 
that  the  major  cause  for  the  huge  international  difference  in  labor 
costs  is,  of  course,  not  differences  in  labor  rights.  The  fundamental 
difference  has  to  do  with  differences  in  levels  of  development  and 
the  existence  of  large  pools  of  surplus  labor  in  many  countries. 

No  policy  to  make  anything,  anywhere  conditional  on  labor  rights 
will  reverse  that  basic  pattern.  The  potential  impact,  strictly  in 
terms  of  comparative  wage  rates,  of  labor  rights  policies  based  on 
what  flimsy,  and  I  emphasize  flimsy,  empirical  evidence  exists  out 
there  is  that  perhaps  as  much  as,  and  this  is  the  outside  measure, 
as  much  as  a  third  of  the  differences  in  international  manufactur- 
ing wage  rates  in  tradeable  goods  might  be  related  to  differences 
in  labor  rights,  so  we  are  talking  about  a  fraction. 

Chairman  Frank.  But  a  third  is  a  big  chunk. 

Mr.  Dorman.  Well,  it  is  a  chunk,  but  it  is  not  going  to  change 
the  fundamental  patterns  of  trade;  it  will  moderate  it  to  some  ex- 
tent. This  relates  to  the  exacerbating  factors  you  described  earlier. 
The  second  point 

Chairman  Frank.  Just  speaking  on  general  principle,  for  us  in 
this  business,  let  me  tell  you,  if  you  can  affect  a  third  of  a  major 
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thing,  that  is  pretty  good  odds,  so  whether  we  should  do  it  or  not 
do  it,  there  are  a  lot  of  arguments  for  it,  but  the  fact  that  it  might 
only  be  a  third  is  not  going  to  be  a  persuasive  argument  against 
trying  for  some  of  the  people  around  here. 

Mr.  DoRMAN.  But  it  is  not  even  that  big  because  changes  in 
international  policies  are  not  going  to  affect  that  entire  difference. 
We  are  talking  about  a  fraction  of  a  fraction.  If  your  policy  changes 
half  of  that  variance,  we  are  down  to  a  sixth,  so  the  first  point  is 
an  empirical  one  that  the  impact  of  these  types  of  policies,  inas- 
much as  they  can  be  estimated  and  I  stress  this  is  very  tentative, 
is  that  they  will  have  somewhat  of  an  impact,  but  will  not  fun- 
damentally alter  the  pattern  of  relative  wages  and  trade  flows. 

The  second  point  is  whether  international  labor  rights  is  a  mean- 
ingful strategy  to  get  at  wages  at  all.  Certainly  not  directly:  I  don't 
think  anybody  would  propose  that  numerical  wage  rates  be  fixed 
through  some  kind  of  international  agreement.  There  is  some  po- 
tential for  impact,  however,  through  things  like  collective-bargain- 
ing rights. 

On  the  other  hand,  one  must  be  careful,  for  the  reasons  that  I 
believe  Professor  Bhagwati  pointed  out,  that  by  trying  to  achieve 
gpreater  equality  between  countries  in  goods  that  are  in  inter- 
national trade  you  can  exacerbate  the  inequality  within  developing 
countries  between  the  more  advanced  sectors  and  the  traditional 
sectors,  and  that  can  interfere  with  the  development  process.  So 
one  should  then  consider  looking  at  labor  rights  which  affect  work- 
ers not  only  in  the  corporations  that  are  more  advanced  in  produc- 
ing goods  for  international  trade,  but  also  in  more  traditional 
areas,  for  instance,  making — and  this  is  one  example — a  major 
push  toward  the  improvement  of  social  insurance  systems  in  such 
countries  to  the  extent  feasible.  This  would  obviously  not  be  done 
through  sanctions.  It  could  be  done  through  aid,  to  make  it  possible 
for  people  who  are  not  able  immediately  to  enter  the  most  ad- 
vanced sectors  of  the  poor  countries  to  have  something  to  fall  back 
on. 

Chairman  Frank.  Of  course,  in  fact,  the  international  institu- 
tions have  spent  much  of  the  last  couple  of  decades  telling  people 
to  do  less  social  insurance,  not  more.  Now,  we  are  trying  to  get  that 
changed,  but 

Mr.  DoRMAN.  This  is  certainly  an  implication,  yes. 

Chairman  Frank.  Professor  Piore. 

Mr.  Piore.  I  guess  I  feel  that  the  role  of  social  standards,  if  you 
looked  at  it  across  countries,  would  be  more  to  equalize  labor  costs. 
That  is,  if  you  look  at  Latin  America,  in  terms  of  formal  social 
standards,  if  you  look  at  Europe,  I  am  not  sure  of  Asia,  many, 
many  of  the  developing  countries  and  the  low-wage  countries  have 
better  social  standards  than  we  do. 

Chairman  Frank.  In  terms  of  statutory  rights  for  organizations? 

Mr.  Piore.  For  social  security,  for  job  security  provisions,  to  some 
extent  even  health  and  safety.  Particularly  after  the  last  10  years, 
the  degree  to  which  our  rights  or  standards  have  been  eroded,  so 
that  the  competitive  advantage  is  coming  out  of  wages,  and  I  have, 
myself,  no  problem  in  principle  with  the  idea  that  if  you  are  trad- 
ing with  a  country  and  you  have  the  right  to  specify  the  conditions 
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under  which  you  are  willing  to  enter  into  those  kinds  of  economic 
arrangements. 

My  impression  is  that  what  largely  bothers  Americans  at  the  mo- 
ment is  the  sense  that  we  are  entering  into  intimate  economic  rela- 
tions with  people  who  have  basically  a  different  set  of  social  values 
than  we  do  and  that  are  undermining  our  basic  values.  I  don't 
think  that  that  is  a  correct  perception,  and  I  think  that  the  new 
trading  regimes  that  we  have  established  will  be  more  secure  if 
those  issues  are  openly  debated  and  that  American  workers  can  be 
convinced  that  we  are  dealing  with  the  rest  of  the  world  on  the 
basis  of  an  accepted  set  of  agreed-upon  standards. 

Chairman  Frank.  I  think  that  is  a  good  point  that  people  have 
taken  the  argument  about  Japan  and  universalized  it  in  places 
where  it  doesn't  apply. 

Professor  Bhagwati. 

Mr,  Bhagwati.  I  believe  that  it  is  again  the  process  that  matters. 
In  regard  to  specifics  of  economic  policies  and  outcomes,  countries 
will  inevitably  have  differences  among  themselves.  Thus,  for  exam- 
ple, wages  will  be  different  across  countries  and  their  evolution  of 
growth  will  also  be  different,  reflecting  all  kinds  of  factors  that  we 
cannot  even  pretend  to  understand  fully.  This  sort  of  militates 
against  what  I  thought  Secretary  Reich  to  be  saying:  that  we  ought 
to  monitor  how  wages  develop  in  other  countries  and  attempt  to 
shift  their  course  somehow. 

On  the  other  hand,  I  would  support  the  notion  that  we  ought  to 
strengthen  democratic  processes  in  other  countries  and  seek  to  in- 
fluence domestic  groups  there  in  the  direction  of  our  social  ideas, 
as  we  do  with  our  programs  such  as  for  the  National  Endowment 
for  Democracy.  If  we  give  aid  to  benefit  particular  nations,  I  also 
see  no  reason  to  abstain  from  conveying  to  the  aid  recipients,  in  all 
sorts  of  ways,  our  own  views  as  to  what  is  an  ideal  set  of  values 
in  regard  to  certain  social  policies.  But  I  would  like  to  see  the 
changes  come  finally  from  domestic  policies  decided  upon  democrat- 
ically in  free  societies,  influenced  proactively  by  our  ideas  rather 
than  by  fiat  and  sanctions. 

Chairman  Frank.  What  you  said  about  strengthening  democratic 
processes  is  actually  relevant  to  another  part  of  our  agenda,  be- 
cause one  of  the  major  concerns  of  this  subcommittee  so  far  has 
been  to  try  to  get  the  World  Bank,  the  IMF,  and  the  re^onal  devel- 
opment banks  to  be  a  lot  more  open  and,  in  fact,  to  give  more  ac- 
cess to  the  NGOs,  and  I  take  it  you  would  think  that  would  be 
helpful. 

Mr.  Bhagwati.  I  think  so,  definitely. 

Chairman  Frank.  You'd  better  write  to  them  and  tell  them  that. 

Mr.  Levinson. 

Mr.  Levinson.  One  has  to  ask  why  this  increased  intensity  and 
focus.  Part  of  it,  I  would  suggest,  is  that  what  we  have  now  is  a 
mad  scramble  for  investment  capital  in  the  world  at  large,  and 
coxmtries  are  entering  into  the  scramble  which  previously  were  out- 
side of  it>— China,  India,  which  was  a  most  autocratic  society,  and 
particularly  in  Latin  America,  you  have  had  a  change  in  philosophy 
whereby  the  obstacles  to  investment  are  being  eliminated. 

These  obstacles  constituted  a  self-regulating  mechanism.  The  re- 
quirements for  local  content,  export  requirements,  limitations  on 
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ownership  have  now  been  eHminated  so  you  have  a  competition 
among  countries  for  capital,  and  one  of  the  things  that  they  are 
competing  on  is  driving  down  wages  and  offering  an  investment  cH- 
mate  which  is  most  conducive  to  attracting  this  capital,  which  in- 
volves docile  labor  relations  and  weak  unions  or  repression  of 
unions.  That  is  what  creates  the  sense  of  unfairness  among  the 
American  workers,  and  I  think  rightly  so,  and  so  it  seems  to  me 
that  what  you  are  engaged  in  is  trying  to  arrive  at  some  minimum 
standard  of  what  constitutes  fair  labor  practices  in  terms  of  this 
competition  for  capital.  And  it  is  far  better  to  give  workers  the 
right  in  their  own  countries  to  organize  and  to  bargain  collectively 
and  let  them  then  negotiate  the  standards  and  the  wage  rates 
which  are  appropriate  within  their  context,  as  long  as  they  have  a 
fair  chance  to  organize  themselves  and  have  some  countervailing 
power. 

That  is  what  is  really  at  issue,  and  that  is  what  is  meant,  I 
think,  by  core  labor  rights:  Put  workers  in  these  countries  in  a  po- 
sition where  they  can  negotiate  for  their  own  interests. 

Professor  Bhagwati  has  said  that  sometimes  this  is  to  the  dis- 
advantage of  the  weaker  part  of  the  labor  sector,  but  it  can  also 
work  the  other  way  around;  unions  in  a  country  like  Brazil,  for  ex- 
ample, know  that  there  is  downward  pressure  on  wages  because  of 
the  migration  from  the  rural  areas,  so  you  get  the  Labor  Party  can- 
didate in  Brazil  and  the  Labor  Party  platform  arguing  for  agrarian 
reform.  Why  is  agrarian  reform  of  concern  to  urban  workers?  Be- 
cause they  know  if  there  is  an  agrarian  reform  it  might  slow  down 
the  migration  which  puts  downward  pressure  on  wages,  so  the  fact 
that  you  have  an  organized  sector  of  society  which,  in  protecting 
its  own  interests,  has  a  more  far-sighted  view  that  protecting  those 
interests  involves  also  protecting  the  weaker  segments  of  society. 
There  is  then  a  lobby  and  an  interest  group  to  help  to  raise  the 
lower  sectors  that  doesn't  always  work  in  the  kind  of  regressive 
way  that  Professor  Bhagwati  outlined. 

Chairman  Frank.  Thank  you.  I  am  going  to  close  this.  Just  one 
last  statement  that  I  think  is  important  for  people  who  are  inter- 
ested in  this  in  general. 

There  is  a  tendency  when  we  do  these  kinds  of  issues  or  other 
foreign  policy  issues,  and  it  is  left  over  from  the  days  of  America's 
unchallenged  dominance  of  the  world  and  leader  of  the  free  world, 
there  is  this  view  that  America  is  a  kind  of  abstract  decision  maker 
and  that  everybody  else  in  the  world's  neuroses  and  political  prob- 
lems and  other  tics  are  things  we  have  to  take  into  account,  and 
as  the  NAFTA  debate  showed,  that  is  just  not  so  anymore. 

One  of  the  things  people  have  to  understand,  and  I  want  to  go 
back  to  Kennedy's  point  about  good  neighbors,  one  of  the  things 
people  have  to  take  into  account  is  that  the  kind  of  support  in 
America,  obviously,  for  consistently  worrying  about  everybody  else 
and  not  worrying  about  ourselves  is  diminished  some,  and  so  one 
of  the  factors  here  has  got  to  be  some  reassurance  for  the  United 
States  as  well. 

This  has  been  very  helpful,  and  I  appreciate  this.  I  think  there 
is  a  genuine  intellectual  dialogue  going  on  in  the  country  and  in 
Congress  about  this,  and  we  appreciate  it.  Professor  Bhagwati,  Dr. 
Key  mentioned  to  me  that  your  articles  were  always  on  the  reading 
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list  when  she  was  in  school  and  that  she  is  glad  you  were  able  to 
be  here  today. 

I  thank  you  all  very  much.  If  there  are  any  further  documents 
or  thoughts  that  occur  to  any  of  you  that  you  want  to  submit,  the 
record  will  be  open  for  a  little  while.  The  hearing  is  adjourned. 

[Whereupon,  at  12:41  p.m.,  the  hearing  was  adjourned.] 


47 


APPENDIX 


June    28,    1994 


48 


statement  of 
HONORABLE  JOHN  J.  LaFALCE 

Hearing  on  International  Labor  Standards 

Subcommittee  on  International  Development, 

Finance,  Trade  and  Monetary  Policy 

CTune  28,  1994 

Mr.  Chairman,  I  commend  you  for  continuing  to  pursue  the 
issue  of  international  worker  rights  in  the  context  of  trade 
practices  and  obligations. 

At  the  Subcommittee's  first  hearing  on  this  subject  in 
March,  I  expressed  my  deep  concern  about  labor  rights  and  the 
need  for  the  U.S.  to  take  a  strong  leadership  position  on  this 
issue.   Too  often  in  the  trade  debate,  economic  and  business 
considerations  are  given  far  greater  attention  than  protections 
of  basic  worker  rights.    In  fact,  too  often  the  competitiveness 
issue  and  the  worker  rights  issue  are  seen  as  inherently 
contradictory.   We  do  a  great  disservice  to  working  men  and  women 
around  the  world  if  we  persist  in  this  line  of  reasoning. 
Instead,  we  should  recognize  that  the  protection  of  labor  is  a 
basic  ingredient  of  economic  productivity  and  can  be  a  boon  to 
trade.   We  must  stop  thinking  in  terms  of  trade  or  labor.   We 
should  instead  talk  of  trade  and  labor. 

Indeed,  U.S.  trade  and  foreign  assistance  legislation  has 
specifically  linked  these  issues  with  the  principle  of 
internationally  recognized  worker  rights  having  been  incorporated 
in  no  less  than  seven  statutes  including  provisions  in  the  1988 
Omnibus  Trade  and  Competitiveness  Act,   the  Generalized  System  of 
Preferences  in  1984,  the  Caribbean  Basin  Initiative  of  1983,  and 
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the  Overseas  Private  Investment  Corporation.   Most  recently  we 
have  the  Labor  Supplemental  Agreement  to  the  NAFTA- -a  most  direct 
link  between  labor  rights  and  trade. 

As  the  debate  on  the  World  Trade  Organization  looms  before 
us,  now  is  the  time  for  the  United  States  to  take  a  strong, 
unequivocal  stand  on  international  labor  rights.   The 
Administration  has  already  called  for  their  consideration  in  the 
GATT .   But  we  must  also  demonstrate  our  commitment  by  actions, 
not  just  words. 

I  noted  in  March  that  we  celebrate  this  year  the  75th 
anniversary  of  the  International  Labor  Organization.   The  best 
birthday  present  we  could  give  to  the  ILO  and  our  nations' 
workers  is  ratification  of  the  core  conventions  of  the  ILO.   Of 
the  174  ILO  conventions,  the  United  States  has  not  ratified  even 
one  of  the  Organization's  core  conventions  which  are  the 
fundamental  tenets  of  labor  rights.   We  have  not  ratified 
conventions  on  forced  labor,  freedom  of  association,  the  right  to 
organize  and  bargain  collectively,  or  on  minimum  age  and  child 
labor. 

The  United  States  already  has  made  a  policy  decision  through 
various  statutes  that  have  clearly  linked  labor  rights  and  with 
trade.     I  believe,  Secretary  Reich,  that  we  should  immediately 
begin  to  bring  U.S.  international  treaty  obligations  on  labor  in 
line  with  the  U.S.  legal  position  on  worker  rights.   We  should 
ratify  at  a  minimum  the  core  ILO  conventions  and  demonstrate  to 
the  world  the  unswerving  U.S.  commitment  to  labor  rights. 
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This  month,  Mr.  Chairman,  I  will  be  introducing  a 
Congressional  resolution  expressing  the  sense  of  the  House  of 
Representatives  that  the  United  States  should  expeditiously 
ratify  the  ILO  conventions  that  constitute  the  core  principles  of 
internationally  recognized  worker  rights. 

Mr.  Chairman,  I  again  thank  you  for  convening  this  committee 
to  consider  this  important  issue,  and  I  look  forward  to  this 
morning's  dialogue. 
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Mr.  Chairman,  I  would  like  to  take  this  opportunity  to  thank  Labor  Secretary 
Robert  Reich  for  appearing  before  us  today  and  for  his  role  in  this  most  important  of 
discussions  regarding  multilateral  trade  policy. 

I  appreciate  this  hearing  today  because  it  gives  me  the  opportunity  to  foUow  up  on 
a  recent  field  hearing  in  my  district  related  to  this  subject.  Earlier  this  month,  the 
Secretary  was  kind  enough  to  send  as  his  representative.  Associate  Deputy  Under 
Secretary  for  International  Affairs  Andrew  Samet,  to  participate  in  a  field  hearing  in 
Wilkes-Barre,  Petmsylvania,  of  the  Labor-Management  Subcommittee  of  the  House 
Education  and  Labor  Committee. 

The  hearing  reviewed  the  situation  at  LesUe  Fay,  an  American  apparel 
manufacturer  that  is  in  the  process  of  closing  all  domestic  manufacturing  operations  and 
contracting  out  production  to  factories  in  Guatemala  and  elsewhere.  We  received 
testimony  of  actual  workers  who  described  the  abhorrent  conditions  in  Central  American 
apparel  factories.  I  will  not  elaborate  here  but  say  that  no  worker,  in  any  part  of  the 
world,  should  be  subject  to  such  inhumane  treatment,  particularly  children  who  are  too 
yoimg  to  work  in  most  civilized  nations. 

I  will  say  that  in  listening  to  the  testimony  of  the  foreign  textile  workers,  I  could 
not  help  but  be  reminded  of  the  complicity  of  U.S.  industry  in  sustaining  such  conditions. 
Evidence  was  presented  that  U.S.  apparel  companies  are  moving  manufacturing 
operations  out  of  the  country  to  take  advantage  of  cheap  labor  not  for  the  purpose  of 
making  goods  cheaper  and  improving  competitiveness,  but  simply  to  maximize  profits.  It 
is,  plainly,  profit  maximization  on  the  backs  of  poor  foreign  workers,  and  at  the  expense 
of  U.S.  workers  left  behind  and  forgotten  by  such  companies.  We  cannot  in  all  good 
conscience  allow  this  to  continue. 
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Mr.  Secretary,  over  1,200  workers  are  poised  to  permanently  lose  their  jobs  at 
Leslie  Fay  factories  in  Northeastern  Pennsylvania.  We  owe  it  to  them,  and  to  the  holders 
of  manufacturing  jobs  that  remain  in  this  country,  to  take  policy  on  international  labor 
standards  in  a  direction  that  will  yield  tangible  results;  that  improves  working  conditions 
and  raises  wages  and  Living  standards  worldwide. 

During  the  102nd  Congress,  I  joined  many  of  my  colleagues  in  supporting  a  sense 
of  the  Congress  resolution  that  any  GATT  agreement  must  be  compatible  with,  and  must 
not  imdermine,  U.S.  health,  safety,  and  labor  laws.  I  am  pleased  that  as  world  trade 
representatives  prepare  for  the  preparatory  meetings  of  the  World  Trade  Organization,  the 
multilateral  discussion  of  international  labor  standards  has  the  opportunity  to  reach  a  new 
plateau. 

Also  in  the  last  Congress,  as  many  of  my  colleagues  on  the  Banking  Committee 
may  recall,  I  successfiilly  offered  an  amendment  to  strengthen  international  labor  and 
enviroimiental  standards  to  international  trade  legislation  considered  by  the  Banking 
Committee.  My  amendment  directed  the  Secretary  of  the  Treasury  to  instruct  the  U.S. 
Executive  Director  of  each  international  financial  institution  to  use  our  voice  and  vote  to 
encourage  fair  labor  practices,  provide  for  health  and  safety  in  the  workplace,  limit 
excessive  work  hours,  implement  prohibitions  against  child  labor,  guarantee  livable 
wages,  and  comply  with  minimum  environmental  standards.  Under  the  terms  of  my 
amendment,  U.S.  directors  would  have  to  vote  against  projects  that  did  not  meet 
minimimi  labor  and  environmental  standards. 

In  addition,  my  amendment  put  teeth  in  this  mandate  by  requiring  U.S.  directors  to 
work  for  agreements  with  recipient  nations  to  bring  their  overall  labor  and  environmental 
standards  up  to  U.S.  levels  by  the  year  2000.  Unfortunately,  while  my  amendment  was 
adopted  by  a  unanimous  voice  vote  of  the  Banking  Committee,  it  was  not  included  in  the 
final  bill  considered  by  the  House.  Because  of  the  unanimous,  bipartisan  support  it 
received  in  1992,  I  will  offer  it  again  when  we  consider  similar  legislation  in  the  full 
Banking  Committee  tomorrow. 

In  the  final  analysis,  Mr.  Chairman,  and  Mr.  Secretary,  we  must  work  to  bring 
foreign  nations  up  to  our  standards  or  we  condemn  our  own  worker  to  a  life  of  hardship 
and  poverty.  When  foreign  workers  finally  earn  enough  to  buy  American  made  products, 
we  wiU  know  that  our  trade  problems  are  finally  over. 

I  applaud  Chairman  Frank  for  his  continuing  the  series  of  hearings  on  this  topic, 
and  without  any  further  hesitation,  I  look  forward  to  the  testimony  of  our  witnesses  today. 
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Mr.  Chairman,  I  am  very  pleased  that  you  are  addressing  the 
important  issue  of  international  labor  standards.   As  the  global 
economy  becomes  more  integrated,  the  plight  of  the  American 
worker  is  increasingly  defined  in  the  international  arena. 

I  have  full  confidence  that  workers  in  Vermont  and  all  over 
America  can  successfully  compete  for  jobs  in  a  global  economy  if 
they  are  competing  on  a  roughly  level  playing  field.   However,  as 
you  know,  the  playing  field  is  badly  skewed.   Multinational 
corporations  are  encouraged  to  save  money  by  exploiting  workers 
in  China,  Indonesia,  Guatemala,  and  other  countries  where  basic 
worker  rights  are  ignored. 


There  has  been  some  discussion  that  we  should  not  try  to 
level  the  playing  field,  that  we  should  respect  the  special  needs 
of  developing  countries.   Developing  countries  do  have  special 
needs.   However,  I  must  stress  that  blind  acceptance  of  slave  and 
child  labor  is  not  within  the  scope  of  respect  for  special  needs. 
Quietly  standing  by  while  the  core  worker  rights  of  association 
and  organization  are  restricted  is  not  respecting  special  needs. 
Neither  is  exploitation  of  poor  laborers  by  our  multinational 
corporations.   In  fact,  developing  countries  have  a  special  need 
for  basic  worker  rights  because  such  rights  promote  sustainable 
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growth  and  development.   We  must  respect  that  special  need. 

There  has  also  been  discussion  that  American  efforts  to 
level  the  playing  field  would  be  ineffective.   This  is  simply 
untrue.   American  aid,  loans,  products,  markets,  and  investment 
are  desired  worldwide.   We  should  not  spend  these  bargaining 
chips  without  promoting  basic  worker  rights  and  sustainable 
international  development. 

Mr.  Chairman,  the  subcommittee  is  already  heading  in  the 
right  direction.   Its  mark  for  the  International  Development  Act 
of  1994  includes  a  provision  that  requires  the  United  States 
representative  of  international  financial  institutions  to  use  his 
or  her  voice  and  vote  to  promote  internationally  accepted  basic 
worker  rights.   Mr.  Reich,  I  was  pleased  to  read  in  your  written 
testimony  that  you  believe  this  type  of  incentive  "may  be  a 
promising  option." 

We  should  also  extend  this  policy  to  our  bilateral 
agreements  where  the  American  voice  speaks  alone  and  can't  be 
lost  in  the  international  chorus. 

I  will  be  offering  a  companion  trade  bill  in  the  near 
future.   Among  other  things,  the  bill  prohibits  the  President 
from  entering  into  new  trade  agreements  that  do  not  contain 
provisions  that  require  each  signatory  country  to  adopt  and 
enforce  laws  to  afford  internationally  recognized  worker  rights 
in  that  country.   The  systematic  denial  or  practical 
nullification  of  internationally  recognized  worker  rights  would 
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be  treated  as  an  actionable  unfair  trade  practice. 

I  hope  I  can  count  on  the  support  of  the  members  of  this 
subcommittee  and  the  Administration  when  I  offer  this  important 
trade  bill. 
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Mr.  Chairman,  I  would  like  to  thank  you  and  the  other 
members  of  the  subcommittee  for  allowing  me  to  testify  today 
regarding  the  issue  of  worker  rights  and  internationally- 
recognized  labor  standards.   I  am  encouraged  by  your  commitment 
to  give  this  issue  the  attention  it  deserves.   Further,  I  am 
pleased  that  the  distinguished  Secretary  of  Labor,  who  has  taken 
a  prominent  role  on  this  issue  within  the  Clinton  Administration, 
was  here  this  morning  to  elaborate  on  his  thoughtful  views  in  the 
ongoing  debate. 

Mr.  Chairman,  I  am  here  today  to  focus  the  subcommittee's 
attention  on  legislation  I  have  introduced,  directing  the 
President  to  seek  the  establishment  of  a  working  party  on  worker 
rights  and  international  labor  standards  within  the  General 
Agreement  on  Tariffs  and  Trade  (GATT) ,  as  well  as  a  standing 
committee  on  this  issue  within  the  World  Trade  Organization  (WTO) 
when  it  comes  into  being  next  year. 

This  bill,  H.R.  4271,  which  has  72  co-sponsors,  follows-up 
on  House  and  Senate  letters  —  signed  by  68-UiS.  Representatives 
and  20  U.S.  Senators,  respectively  —  sent  to  President  Clinton 
in  March  urging  him  to  marshall  international  support  to 
establish  a  standing  committee  on  worker  rights  and  labor 
standards  within  the  WTO,  and,  on  an  interim  basis,  a  GATT 
working  party  on  this  issue. 

I  commend  the  President  and  U.S.  Trade  Representative  Mickey 
Kantor,  as  well  as  the  Secretary  of  Labor,  for  expressing  their 
support  for  addressing  worker  rights  through  the  GATT/WTO.   In  ' 
January  of  this  year.  President  Clinton  and  the  leaders  of  the 
European  Union  discussed  the  next  generation  of  trade  issues  to 
"be  dealt  with  as  the  successor  agenda  of  the  Uruguay  Round  of  the 
GATT.   The  President  specifically  identified  labor  standards  as 
something  that  must  be  addressed.   With  the  support  of  the 
President,  Ambassador  Kantor  worked  tirelessly  to  convince  our 
trading  partners  to  establish  a  working  party  on  worker  rights 
and  labor  standards. 

Unfortunately,  the  Marrakesh  Ministerial  Declaration  signed 
in  Morocco  on  April  15  did  not  provide  for  the  establishment  of  a 
GATT  working  party  or  WTO  standing  committee  on  this  issue 
because  of  strong  foreign  opposition  to  talking  about  the 
relationship  between  the  trading  system  and  internationally 
recognized  labor  standards.   Instead,  an  eleventh-hour  agreement 
was  reached  whereby  countries  will  be  able  to  raise  new  issues, 
including  labor  standards,  in  the  Preparatory  Committee,  which  is 
charged  with  establishing  the  agenda  for  WTO. 

While  this  small  step  forward  is  better  than  nothing,  it 
does  not  guarantee  that  a  working  party  or  standing  committee  on 
worker  rights  will  be  established  within  the  GATT/WTO. 
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Many  of  our  trading  partners  objected  to  the  creation  of  a 
GATT  working  party  on  worker  rights,  claiming  that  it  was  a  "new" 
issue.   However,  linking  respect  for  worker  rights  and  labor 
standards  is  not  a  new  or  radical  concept  in  U.S.  or 
international  policy  discussions.   Indeed,  for  nearly  50  years, 
the  GATT  has  turned  a  deaf  ear  to  addressing  worker  rights  and 
labor  standards  despite  repeated  entreaties  from  U.S.  trade 
negotiators  in  both  Democratic  and  Republican  Administrations. 

In  1988,  the  U.S.  formally  proposed  for  the  first  time 
during  the  Uruguay  Round  a  GATT  Working  Party  on  Worker  Rights 
and  Trade.   The  purpose  of  this  working  party  would  have  been  to 
clearly  establish  that  it  is  unjustifiable  for  any  country  or  any 
of  its  industries  to  seek  to  gain  competitive  advantage  in 
international  trade  through  the  systematic  denial  of  fundamental 
internationally  recognized  worker  rights.   It  would  not  have  been 
within  the  purview  of  this  working  party  to  consider  the 
comparative  advantage  that  many  developing  countries,  with 
sizeable  numbers  of  unemployed  workers,  derive  from  lower  unit 
labor  costs  in  different  modes  of  production. 

The  objectives  of  the  proposed  working  party  were  to  explore 
ways  in  which  to  link  the  conduct  of  international  trade  to 
respect  for  those  fundamental  worker  rights  —  including  the 
freedom  of  association,  the  right  to  organize  and  bargain 
collectively,  and  the  prohibition  of  forced  or  compulsory  labor  - 
-  which  empower  workers  everywhere  to  help  themselves  and  to 
-share  more  fully  in  the  benefits  of  trade  within  countries,  as 
well  as  among  them.   The  imposition  of  uniform  labor  standards, 
such  as  wages  and  hours,  was  not  an  objective. 

Last  April  in  Marrakesh,  the  international  community  once 
again  balked  at  a  golden  opportunity  to  examine  the  relationship 
between  the  global  trading  system  and  internationally  recognized 
labor  standards  through  a  working  party  in  the  GATT  and  a 
standing  committee  in  the  WTO.   Now,  more  than  ever,  it  is  up  to 
the  United  States  to  take  a  decisive  leadership  role  and  insist 
that  this  long-neglected  issue  be  addressed.   My  bill  is  a  way  to 
demonstrate  political  support  for  the  Clinton  Administration's 
efforts  to  convince  our  trading  partners  that  this  issue  will  not 
go  away,  since  it  will  be  up  to  the  Congress  to  approve  the 
implementing  legislation  for  the  Uruguay  Round. 

Thank  you,  Mr.  Chairman.   I  would  be  happy  to  answer  any 
questions  you,  or  other  members  of  the  subcommittee,  might  have. 
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Chairman  Frank  and  members  of  the  Subcommittee: 

It  is  a  pleasure  to  appear  before  Subcommittee  on 
International  Development,  Finance,  Trade,  and  Monetary  Policy  to 
discuss  international  labor  standards.  Chairman  Frank  deserves 
credit  for  tackling  a  subject  whose  importance  is  matched  only  by 
its  complexity.   In  light  of  that  complexity,  this  hearing  serves 
a  valuable  purpose:  continuing  the  conceptual  spade  work  that  is 
the  prerequisite  to  any  sound  public  policy.   As  his  adversaries 
will  attest,  the  chairman  has  proven  to  be  dangerously  skillful 
at  such  intellectual  arm-wrestling.   And  ordinarily,  I'd  approach 
this  hearing  with  some  trepidation.   But  I  know  he'll  take  it 
easy  on  me  when  the  panel  turns  to  questions  because  of  my  unique 
status  as  the  only  cabinet  member  from  Massachusetts. 

Our  discussion  comes  in  a  year  when  we  mark  some  important 
anniversaries  in  the  evolution  of  international  labor  standards, 
and  when  world  events  demand  renewed  attention  to  this  issue. 
The  International  Labor  Organization  reached  its  75th  birthday 
this  year,  and  President  Clinton  has  reaffirmed  our  country's 
long-standing  commitment  to  ILO's  cause.   This  year  also  marks 
the  50th  anniversary  of  the  Declaration  of  Philadelphia,  perhaps 
the  most  ambitious  attempt  so  far  to  articulate  an  international 
position  on  labor  standards. 

This  evolution  continues  today.   And  it  proceeds  as  the 
issue  of  international  labor  standards  gains  an  extra  degree  of 
salience,  symbolized  by  the  recognition  at  Marrakesh  that  labor 
standards  must  be  taken  into  account  in  formulating  the  work  for 
the  new  World  Trade  Organization.   When  I  travelled  to  Europe 
earlier  this  month  to  discuss  this  topic  with  the  entire 
membership  of  the  ILO,  I  also  met  with  GATT  Director-General 
Peter  Sutherland  on  plans  for  incorporating  labor  standards  into 
this  historic  global  trade  pact.   At  the  OECD  Ministerial  meeting 
in  Paris,  I  participated  in  discussing  and  adopting  a  work 
program  on  the  topic.   And  we  are  now  working  with  the  U.S.  Trade 
Representative  to  further  develop  the  U.S.  position  for  the 
Preparatory  Committee  meeting  of  the  WTO. 

But  more  than  any  international  agreement,  the  accelerating 
integration  of  the  global  economy  makes  it  ever  less  possible  for 
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advanced  countries  like  ours  to  wall  ourselves  off  from  labor 
practices  in  other  countries.   As  economies  become  increasingly 
interwoven  with  each  other,  we  must  either  actively  accept  some 
share  of  responsibility  for  how  our  economic  partners  conduct 
their  affairs,  or  else  passively  accept  complicity. 

The  implications,  however,  remain  complex,  and  subject  to 
confusion.   At  least  a  few  participants  in  the  debate  appear  to 
cherish  their  confusion,  and  remain  remarkably  immune  to 
explanation.   For  example,  I  published  an  essay  on  this  topic  not 
long  ago  in  which  I  argued  that  developed  countries  have  a 
legitimate  interest  in  labor  standards  abroad,  but  that  in 
expressing  that  interest  and  giving  it  force  they  must  be 
pragmatic,  must  respect  developing  nations'  special  circumstances 
and  their  urgent  need  for  growth,  and  must  beware  the  hazards  of 
using  trade  sanctions  as  the  main  instrument  for  advancing 
international  labor  standards.   This  struck  me  as  a  rather 
common-sense  position,  but  it  provoked  the  ire  of  the  Economist. 
The  editors  of  the  Economist  declared  themselves  to  be  in 
vigorous  opposition  to  my  position  on  this  issue,  and  expressed 
this  opposition  in  an  article  that  makes,  so  far  as  I  can  tell, 
the  following  points:   The  developed  countries  have  a  legitimate 
interest  in  labor  standards  abroad,  but  in  expressing  that 
interest  and  giving  it  force  they  must  be  pragmatic,  must  respect 
developing  nations'  special  circumstances  and  their  urgent  need 
for  growth,  and  must  beware  the  hazards  of  using  trade  sanctions 
as  the  main  instrument  for  advancing  international  labor 
standards.   (I  will  confess  that  I  briefly  reconsidered  my 
position  upon  discovering  the  Economist  to  be  in  broad  agreement 
with  it,  but  on  reflection  found  it  sound  nonetheless.) 

Yet  aside  from  a  few  journalistic  strongholds  of  resolute 
confusion,  we  seem  to  have  advanced  beyond  the  conceptual 
gridlock  that  has  plagued  the  international  community  for  so 
long.   Few  are  willing  to  suggest  openly  that  labor  conditions, 
however  egregious,  are  strictly  internal  affairs.   Nor  today  are 
there  many  candid  advocates  for  the  opposite  extreme,  which 
argues  that  standards  in  every  nation  must  be  identical  to  those 
attained  in  the  most  advanced  economies.   We  have  achieved  that 
essential  prerequisite  for  consensus  —  an  agreement  to  look  to 
the  middle  ground. 

Now  as  we  map  that  middle  ground,  let  me  begin  by  asserting 
the  legitimacy  of  defining  some  absolute  standards  to  which  every 
country  is  expected  to  conform.   Some  labor  practices  simply 
place  countries  outside  the  community  of  civilized  nations.   How 
can  these  core  labor  standards  be  defined?   Any  such  list  will 
certainly  include  goods  produced  by  prison  or  slave  labor.   Some 
forms  of  child  labor  —  such  as  work  by  very  young  children  — 
will  also  be  found  to  violate  universal  norms,  even  in  the 
poorest  countries.   Nor  is  poverty  a  valid  pretext  for 
restricting  freedom  of  association  and  organization  or  the  rights 
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of  workers  to  bargain  collectively. 

Beyond  a  short  list  of  core  labor  standards,  judgements  must 
become  more  conditional.   The  international  community  clearly 
cannot  attempt  to  dictate  levels  of  working  hours,  minimum  wages, 
benefits  or  health  and  safety  standards  uniformly  matching  those 
of  the  United  States  and  other  industrialized  nations.   The 
belief  that  developing  countries  must  grow  richer  in  order  to 
improve  living  and  working  conditions,  and  that  they  must  trade 
if  they  are  to  grow  richer,  has  merits.   Yet  this  observation 
contains  within  it  an  implicit  acknowledgement  that  standards 
should  not  be  and  are  not  static,  that  a  country's  ability  to 
offer  its  citizens  better  working  lives  rises  with  development, 
and  that  international  expectations  may  properly  rise  as  well. 

So  while  it  is  neither  fair  nor  realistic  to  insist  that 
labor  standards  within  developing  countries  must  be  identical  to 
those  in  richer  countries,  it  is  appropriate  to  expect  labor 
standards  to  improve  as  economies  develop.  That  is  the  course  our 
own  nation  followed.   And  this  expectation  for  others  reflects 
both  moral  and  material  interests.   Countries  with  rising  mass 
living  standards  offer  growing  markets  for  other  countries' 
exports  and  thus  all  countries  have  an  economic  stake  in  broadly 
shared  prosperity  abroad.   Free  trade  is  not  an  end  in  itself, 
but  a  means  to  rising  living  standards  worldwide,  more  jobs  and 
better  jobs.   But  if  a  country  pursues  policies  that  hold  down 
living  standards  and  limit  to  a  narrow  elite  the  benefits  of 
trade  and  development,  the  promise  of  open  commerce  is  perverted 
and  drained  of  its  rationale. 

If  the  world  can  legitimately  expect  rising  labor  standards 
and  rising  living  conditions  to  accompany  third-world  growth, 
then  what  criteria  —  beyond  the  violation  of  those  core  absolute 
norms  concerning  prison  labor,  slavery,  child  labor  and  blatant 
restrictions  on  freedom  of  association  and  organization  —  should 
guide  the  international  community? 

Let  me  suggest  to  you  a  two-part  test.   The  first  concerns 
democratic  institutions.   The  second  concerns  trends. 

Labor  conditions  are  determined  by  both  economic  and 
political  factors,  and  it  is  difficult  to  disentangle  the  effects 
of  each.   But  the  existence  of  democratic  institutions  —  that 
is,  multiple  parties,  freedom  of  speech  and  the  press,  clean 
elections  —  does  give  cause  for  confidence  that  low  wages  and 
poor  working  conditions  are  related  to  economic  constraints.   The 
less  democratic  the  country,  the  greater  the  grounds  for 
suspicion  or  concern  that  labor  standards  are  being  suppressed  in 
order  to  serve  narrow  commercial  interests  or  a  misguided 
mercantilist  impulse  on  the  part  of  the  elites. 

Where  there  are  reasonably  robust  democratic  institutions. 
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we  can  presume  that  labor  conditions  reflect  what  the  country  can 
afford,  given  its  level  of  development.   But  what  of  countries 
where  democratic  institutions  are  weak  or  absent?   For  these 
countries,  trends  in  labor  standards  and  economic  inequality 
offer  a  second  yardstick.   Low-wage  workers  should  become  better 
off,  not  worse  off,  as  trade  and  investment  boost  national 
income.   The  gap  between  rich  and  poor  within  a  nation  should 
tend  to  narrow  with  development,  not  widen.   If  a  country  lacks 
democratic  institutions  and  fails  to  disseminate  the  benefits  of 
growth,  other  countries  might  justifiably  conclude  that  low  labor 
standards  are  due  not  so  much  to  poverty  itself  but  to  political 
choices  that  distort  development  and  warp  the  economy's 
structure . 

The  tentative  framework  I  have  laid  out  so  far  deals  only 
with  diagnosis,  not  with  prescription.   It  frames  the  goals,  but 
is  silent  on  how  to  reach  them.   That  leaves  for  us  a  final 
question:  what  response  should  the  international  community  make 
to  policies  that  affront  the  set  of  standards  it  comes  to 
articulate?  This  question  is  related  to,  but  distinguishable 
from,  the  criteria  that  should  trigger  international  concern. 

Here,  let  me  limit  myself  to  three  general  principles. 
First,  it  is  clearly  preferable  for  any  action  to  be  authorized 
and  implemented  multinationally,  in  order  to  increase  the  odds 
that  intervention  will  be  effective. 

Second,  there  should  be  a  menu  of  potential  responses  to 
labor-standard  abuses,  varying  in  both  the  nature  and  the 
severity  of  their  effects.   This  range  could  include  specific 
incentives  to  motivate  change  and  technical  assistance  to  clear 
the  path  to  improvement,  "sunshine"  provisions  in  order  to 
highlight  abuses,  ineligibility  for  international  grant  and  loan 
programs,  and  targeted  trade  measures.   The  United  States  already 
has  a  number  of  mechanisms  for  promoting  adherence  to  labor 
standards.   For  example,  under  current  law  a  country's 
eligibility  for  investment  guarantees  and  trade  preferences  may 
depend  upon  its  demonstrated  respect  for  workers'  rights. 
Expanding  such  incentives  to  other  international  activities,  such 
as  multilateral  development  grant  and  loan  programs,  may  be  a 
promising  option. 

The  third  principle,  which  gives  force  to  the  other  two,  is 
pragmatism.   The  purpose  of  any  intervention  must  be  to  bring 
about  change  in  the  offending  nations.   Scrupulous  assessment  and 
analysis,  at  each  stage,  must  inform  the  international 
community's  efforts  to  improve  labor  standards.   And  we  must  not 
lose  sight  of  the  fact  that  trade  itself  —  by  opening  an  economy 
to  external  influences  and  empowering  a  wider  range  of  internal 
interests  —  can  be  a  catalyst  for  progressive  change. 

Multinational  efforts,  to  be  sure,  are  seldom  easy  to 
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conduct  in  any  sphere  of  activity.   Yet  the  mere  fact  that 
success  depends  on  the  skill  of  negotiators  and  diplomats  is  no 
reason  to  dismiss  the  effort  as  wooly-headed  internationalism. 
Those  who  claim  that  any  multilateral  action  is  doomed  to  failure 
show  more  cynicism  than  the  evidence  supports.   Such  reflexive 
pessimism  ignores,  for  example,  our  success  in  arranging  for  the 
North  American  Free  Trade  Agreement  (NAFTA)  to  be  accompanied  by 
an  historic  labor  side  agreement  that  promotes  labor  standards 
and  bolsters  their  enforcement  in  the  United  States,  Mexico,  and 
Canada. 

Some  critics  of  the  multinational  approach  also  predict  that 
if  the  U.S.  commits  itself  to  a  particular  level  of  international 
labor  standards,  interest  groups  will  use  this  stance  to  import 
their  own  narrow  protectionist  agendas.   There  is  some  degree  of 
validity  to  this  worry.   International  trade  is  a  highly  charged 
issue  in  domestic  politics,  and  protectionists  have  shown 
themselves  remarkably  willing  to  march  under  a  variety  of 
banners.   But  this  worry  underestimates  the  capacity  of  those 
concerned  about  labor  standards  to  recognize  when  their  good 
motives  are  being  manipulated  in  the  service  of  a  narrow  cause. 
And  to  repeat,  our  repertoire  of  responses  must  be  expanded  to 
give  a  wide  range  of  options  other  than  trade  policy. 

Developing  a  detailed  program  for  advancing  international 
labor  conditions  will  occupy  us  until  the  century's  end  and 
probably  beyond.   I  thank  you,  Mr.  Chairman,  for  moving  this 
discussion  forward  this  morning.   Let  us  waste  no  time  in 
continuing. 
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The  Economist  June  4,  1994 


Free  trade  or  foul? 


The  cover-leader  in  our  issue  of  April  9th  examined  the  question  of  trade 
policy  and  labour  standards  in  developing  countries.  In  an  article  in  the 
Washington  Post  on  May  22nd,  Robert  Reich,  America's  labour  secretary, 
attacked  our  analysis— and  bemoaned  our  lack  of  concern  for  the  third 
world's  oppressed  workers.  Here  is  our  reply  to  MrReich 


THE  debate  over  labour  standards  in 
the  third  world  (and  what,  ifanything. 
the  West  should  try  to  do  about  them)  can- 
not help  but  be  controversial.  People  in 
rich  countries  are  rightly  appalled  by  slav- 
ery, child  labour  and  other  practices  no 
longer  tolerated  in  the  industrial  coun- 
tries. They  want  something  done.  Govern- 
ments of  poor  countries,  however,  resent 
interference  in  such  matters.  In  our  leader 
on  this  subject,  we  argued  against  using 
trade  policy  to  force  change  upon  offend- 
ing third-world  governments.  Mr  Reich 
took  offence  at  that  conclusion  and 
at  the  way  we  reached  it. 

In  arriving  at  his  own  position, 
Mr  Reich  discussed  three  reasons 
why  the  United  States  might  want 
to  take  an  interest  in  other  coun- 
tries' labour  standards: 

•  National  security.  Governments 
that  abuse  their  workers  are,  some 
argue,  "bad  actors"  who  "will 
sooner  or  later  threaten  global 
.jeace".  It  may  be  better  to  bring 
them  into  line  at  once;  tolerating 
wickedness  over  labour  standards 
only  encourages  them  to  be  bad  cit- 
izens in  other  respects. 

•  Economic  security.  Poor  labour 
standards  in  the  third  world  help 
to  keep  production  costs  in  those 
countries  low.  But  .^merlca  and 
other  civilised  places  cannot  com- 
pete with  sweatshop  labour.  In  this 
way.  in.idequate  standards  in  the 
third  world  destroy  jobs  elsewhere. 

•  Humanitarian  concerns.  Practices 
such  as  slavery,  child  labour,  and  suppres- 
sion of  rights  to  free  speech  and  assembly 
are  all  bad  things.  It  is  morally  wrong  for 
the  West  to  turn  a  blind  eye. 

.\lr  Reich  evidently  wants  T)ie  Econo- 
mist to  give  greater  weight  to  such  argu- 
ments. This  is  odd.  because  he  himself 
seems  unconvinced  by  the  first  rwo:  in  his 
own  article,  they  are  no  sooner  stated  than 
(all  but)  withdrawn.  Quite  right  too.  The 
ici-a  ih.tt  child  labour  in. -^ay,  Banel.idesh 
ooivip/oniiscv  the  national  security  of  the 
United  States  is  too  ridiculous  to  take  seri- 
ously. The  idea  that  American  workers 
cannot  compete  with  "sweatshop  la- 
bour" is  not  absurd,  but  it  is  nonetheless 
wrong:  America's  productivity,  the  high- 
est in  the  world,  makes  its  wages  and  la- 
bour st.indards  fully  competitive. 
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The  third  argument,  that  slavery  and 
so  on  are  bad  things,  is  true.  It  has  never 
been  denied  in  these  pages.  Mr  Reich 
complains  of  our  "laisser-faire  dogma- 
tism", and  says  we  "came  close"  to  argu- 
ing that  the  West  "shouldn't  care  how  for- 
eign goods  are  produced— even  if  workers 
are  chained  to  their  machines",  so  long  as 
no  rules  of  international  trade  are  broken. 
The   fact   is,  we   explicitly  argued   not 


merely  that  the  West  ought  to  care,  but 
also  that  it  has  a  legitimate  interest  in  ex- 
erting pressure  on  third-world  govern- 
ments to  curb  the  worst  abuses. 

We  did  propose,  however,  that  such 
pressure  should  meet  rwo  tests.  First,  it 
should  stand  a  good  chance  of  being  effec- 
tive. Second,  it  should  not  jeopardise 
other  goals,  especially  that  of  reducing 
poverty  in  the  developing  countries.  We 
concluded  that  trade  policy  (only  one  of 
the  ways  in  which  the  West  might  exert 
pressure)  miaht  sometimes  pa>s  the  first 
test,  but  that  it  failed  the  second. 

The  avowedly  pragmatic  Mr  Reich  has 
little  to  say  about  this.  He  talks  briefly  and 
vaguely  about  'International  action", 
meaning  trade  sanctions.  Ideally  'autho- 
rised and  implemented  multilaterally", 
these  would  punish  countries  where  "the 


core  labour  standards  that  define  a  civi- 
lised economy  are  violated,  or  where  low 
labour  standards  persist  despite  eco- 
nomic growth,  and  where  the  feebleness 
of  democratic  institutions  gives  grounds 
for  belief  that  living  standards  are  sup- 
pressed by  policy,  not  poverty." 

Conceived  this  way,  Mr  Reich's  pro- 
posal would  fell  even  to  achieve  its  nar- 
row objective.  No  consensus  for  multilat- 
eral action  of  this  kind  exists,  nor  will  it  in 
the  foreseeable  future.  Right  or  wrong, 
third-world  governments  will  reject  Mr 
Reich's  criteria. 

If  multilateral  action  is  ruled  out,  this 
leaves  the  United  States  to  act  unilaterally 
or  in  concert  with  some  other  (mainly 
rich)  countries.  Possibly,  trade  sanctions 
in  these  circumstances  might  change  la- 
bour standards  here  and  there,  and 
do  some  good.  Cenainly,  any  such 
benefit  would  be  greatly  out- 
weighed by  more  widespread 
harm.  Why?  Because  trade  policy  is 
hopelessly  ill-suited  to  the  tasks 
that  Mr  Reich  would  have  it  do. 

More  than  any  other  sort  of  eco- 
nomic policy,  trade  policy  is  prone 
to  capture  by  narrow  interests.  The 
pressure  to  protect  domestic  pro- 
ducers from  foreign  competition  is 
intense  and  relentless.  A  new  set  of 
excuses  for  protection  against  im- 
pons  fi-om  the  third  world  (under 
Mr  Reich's  criteria,  the  list,  written 
out  in  full,  would  be  the  most  con- 
tentious and  extensive  ever  de- 
vised) IS  certain  to  mean  higher 
trade  barriers  and  less  trade,  not 
just  for  the  worst  offenders  on  la- 
bour standards,  but  for  others  too. 
The  danger  does  not  stop  there. 
The  present  arrangements  for  pre- 
serving and  extending  liberal  trade  de- 
pend on  consensus.  Mr  Reich  seems 
ready  to  see  these  arrangements  break 
down.  If  that  happened,  the  cost  would  be 
enormous— above  all.  for  the  poorest  peo- 
ple m  the  poorest  countries,  whose  best 
hope  of  a  less  miserable  life  rests  on  the 
economic  growih  that  comes  with  trade. 

In  a  telling  phrase.  .Mr  Reich  argues 
that  "the  improvement  of  labour  condi- 
tions as  developing  countries  grow  richer 
advances  .America's  moral  agenda  and 
our  economic  interests  at  the  same  nine  ". 
We  purveyors  of  laisser-taire  dogma  see 
things  differently.  In  our  view,  the  im- 
provement of  labour  (and  other)  condi- 
tions as  countries  grow  richer  is  a  good 
thing  in  itself  Mr  Reich's  arguments 
would  best  be  ignored,  except  that  they 
put  this  goal  in  danger. 
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TESTIMONY  OP  MICHAEL  J.  PIORE  PREPARED  FOR  THE  HEARINGS  ON 
INTERNATIONAL  LABOR  STANDARDS  OF  THE  SUBCOMMITTEE  ON  INTERNATIONAL 
DEVELOPMENT,  FINANCE,  TRADE,  AND  MONETARY  POLICY,  JUNE  28,  1994. 


My  name  is  Michael  Piore.   I  am  the  David  Skinner  Professor  of 
Economics  and  Management  at  the  Massachusetts  Institute  of 
Technology.   My  field  is  labor  economics.  My  research  has  focused 
upon  the  way  in  which  the  economy  is  embedded  in  social  structures. 
Most  recently,  it  has  focused  on  the  relationship  between  l£bor 
policy  and  human  resources  management,  on  the  one  hand,  and 
industrial  structures  and  the  business  strategies  of  enterprises  on 
the  other.   Basically,  I  am  here  today  to  endorse  the  policy  which 
the  Secretary  of  Labor  has  enunciated  as  an  approach  for  the 
development  of  a  new  framework  for  labor  standards,  internationally 
but  also  in  the  United  States  as  a  significant  actor  in  the  world 
economy. 

Labor  standards  play  a  twofold  role.  First,  they  serve  to 
reconcile  the  conflict  between  the  requirements  of  productive 
efficiency  with  other  social  goals  and  cultural  norms.   Here,  we 
must  often  think  of  a  trade-off  between  social  standards  and 
economic  efficiency.   But  labcr  standards  play  a  second  role  in 
creating  and  maintaining  the  social  framework  in  which  production 
and  exchange  take  place.   They  provide  the  rules  of  the  game  and 
common  infrastr-acture  which  enable  private  parties  to  come  together 
and  form  the  complex  organizational  structures  necessary  to  produce 
and  distribute  the  sophisticated  products  upcn  which  our  standard 
of  living  rests.   In  this  respect  social  standards   are  a 
complement  to,  even  a  precondition  for,  economic  activity,  and 
without  them,  a  modern  capitalist  economy  would  be  unable  to 
function  at  all.   We  are  being  forcefully  reminded  of  this  by 
developments  in  the  former  ccmrriunist  counties  in  Eastern  Europe  as 
they  try  to  create  capitalist  economics  from  scratch. 

Until  very  recently,  the  basic  framework  of  labor  market 
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regulation,  in  the  United  States  and  in  virtually  all  other 
countries  as  well,  derived  from  an  understanding  of  industrial 
society  and  productive  activity  which  grew  up  in  the  course  of  the 
nineteenth  century.  The  labor  standards  which  developed,  from  the 
late  nineteenth  century  and  to  the  New  Deal  social  and  labor- 
legislation,  provided  the  social  foundations  for  this  form  of 
economic'.development  and  the  reconciliation  which  they  achieved 
with  other  social  values  was  built  on  that  particular  understanding 
of  productive  efficiency.   Prevailing  social  standards  in  other 
words  reflected  this  understanding  and  were  designed  to  support  it. 


It  is  useful  to  distingruish  two  episodes  in  this  historical 
development  and  two  types  of  labor  standards.   The  first,  in  the 
nineteenth  and  early  twentieth  century,  focused  upon  child  labor, 
elemental  safety  standards  associated  with  fire  codes  and  accident 
prevention,  minim\:m  hourly  wages,  industrial  home  work  and  the 
like.   It  gave  rise  to  a  host  of  different  laws  but  the  abuses  . 
these  laws  sought  to  remedy  ere  all  markers  of  a  single  mode  of 
production,  generally  termed  at  the  tine  sweating  or  the  sweat 
shop.   Sweating  arises  when  the  employer  can  escape  all  fixed 
production  costs  and  workers  are  paid  by  the  piece  (rather  than  by 
the  hour)  .   This  is  the  case  when  the  worker  works  at  home,  owns 
her  own  sewing  machine,  and  pays  the  rent,  electricity,  etc.  and 
the  cost  of  damaged  material  is  deducted  from  her  earnings.   When 
work  takes  place  in  a  shop,  the  major  fixed  cost  is  the  rent;  the 
employer  tries  to  minimize  rent  per  unit  of  output  by  cramming  in 
as  many  people  and  as  much  inventory  as  possible,  end  this  produces 
the  fire  and  health  hazards  which  have  been  associated  in  the  mind 
of  the  public  with  the  sweatshop  since  at  least  the  Triangle  fire. 
The  sweat  shop  leads  to  child  labor  because  the  -employer  simply 
does  not  care  about  worker  productivity. 

The  sweat  shop  tends  to  disappear  in  industries  intensive  in 
capital  since,  with  capital  equipment,  the  employer  has  en 
incentive  to  worry  about  the  hourly  productivity  of  his  or  her 
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workers,  even  when  wages  are  minimal.  Tha^  increased  capitalization 
which  occurs  with  economic  development  thus  tends  by  itself  to 
eliminate  child  labor,  fire  and  health  hazards,  home  work  and  the 
like.  The  laws  and  regulations  which  attack  the  sweatshop  are  in 
this  sense  a  substitute  for  capital  investment-   Like  capital 
investment,  on  the  ether  hand,  they  tend  to  promote  efficiency  and 
growth.  ".They  continue  to  do  so  in  developing  countries  and  in  some 
especially  laggard  sectors  (most  notably  garments)  of  the  U.S. 
economy  today.   The  minimal  substantitive  standards  which  Secretary 
Reich  has  proposed  are  essentially  the  standards  which  arose 
historically  in  the  attack  on  the  sweat  shop,  and,  it  seens  to  me, 
they  are  hardly  debatable  even  today. 


The  second  historical  episode  generating  labor  standards  occurred 
in  most  industrial  countries  later  in  the  twentieth  century.   In 
the  United  States,  it  was  the  outgrowth  of  the  Great  Depression  and 
the  rise  of  industrial  unionism.   In  this  period,  labor  sought 
standards  of  equity  and  industrial  democracy,  job  and  income 
security,  and  career  advancement  on  jobs  in  the  core  of  the 
industrial  economy.   Here  there  was  a  more  acute  conflict  between 
fequity  and  efficiency,  one  that  in  the  United,  States  a-  least  was 
resolved  through  collective  bargaining.   The  concept  of  efficiency 
which  management  brought  to  the  bargaining  table  was  however 
predicated  on  a  corrinitment  to  mass  production.   Management  believed 
that  economic  development  would  proceed  through  work  sys;;ems 


modeled  on  Adam  Smith's  pin  factory  or  Fords 


model-T  assembly  line, 


using  an  elaborate  division  of  labor  with  dedicated  equipment  and 


highly  specialized,  narrowly  trained  workers 


housed  in  a  large. 


bureaucratic  corporate  organization,  to  produce  standardized  goods 
for  a  stable  mass  market.   The  negotiated  labor  standards  were 
attached  to  the  rigid  job  definitions  and  embodied  in  the 
bureaucratic  rules  which  this  approach  generated. 


In  the  last  twenty  years,  the  nature  cf  productive  activity  has 
changed  radically  and  fundamentally,  so  radically  and  fundamentally 
that  it  virtually  constitutes  a  second  industrial  revolution. 
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Those  changes  have  been  a  response  to  new-. technologies, 
particularly  breakthroughs  in  information  and  communication 
technologies;  to  organizational  innovations,  especially  new 
organization  forms  and  management  techniques  emanating  from  Japan; 
and  to  the  competitive  pressures,  uncertainties  and  instabilities 
unleased  by  deregulation  and  expanding  international  trade.   The 
rigid  joij  definitions  and  bureaucratic  organizational  forms 
associated  with  mass  production  have  been  discarded  in  favor  of  new 
flexible  forms.   This  has  rendered  the  types  of  labor  standards 
which  grew  up  after  the  Depression  obsolete  and  in  fact,  brought 
the  standards,  which  under  mass  production  actually  promoted 
economic  efficiency,  into  conflict  with  it.   They,  along  with  the 
organizational  forms,  managerial  principles  and  technological 
approaches  inherited  from  the  era  of  mass  production  had  to  be 
radically  altered.   The  process  of  deregulation  which  began  under 
Carter,  and  continued  particularly  in  terms  of  labor  standards 
under  the  pressures  of  international  trade  and  the  policies  of 
Reagan  and  Bush,  are  part  of  the  process  through  which  the 
adjustment  to  the  new  realities  of  industrial  life  have  taken 
place.   One  might  guestion  the  form  which  this  adjustment  took;  I 
for  one  believe  that  it  was  unnecessarily  brutal  and  imposed 
inordinate  personal  sacrifices  on  the  people  in  our  society  who 
were  least  able  to  bear  them.   But  the  older  social  supports  have 
now  largely  been  eliminated;  where  they  remain,  the  attachments  to 
them  have  been  weakened.  A  willingness  to  rethink,  adjust,  even 
reinvent,  the  social  structures  in  which  productive  activity  occurs 
is  very  widespread  not  only  in  the  United  States  but  throughout  the 
industrial  world. 

It  would  be  a  grave  mistake  to  confuse  the  particular  social 
standards  and  regulatory  structures  whichwere  called  into  question 
by  the  economic  changes  of  the  last  two  decades  with  the  notion 
that  an  economy  can  operate  without  any  regulations  and  social 
standards  at  all.   And  1  believe  that  the  time  has  now  come  to  turn 
our  attention  to  working  out  and  implementing  the  standards  ar.d 
regulatory  structures  which  are  appropriate  to  the  new 
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technological  and  competitive  environment;- 

New  social  standards  are  necessary  to  legitimate  and  preserve  the 
movement  we  have  already  made  toward  the  development  of  a  new 
industrial  paradigiTi.   But  they,  are  also  required  to  consolidate 
those  gains  end  complete  them.   The  dangers  of  failing  to  move  in 
this  direction  are  suggested  by  Polanyi  in  The  Grear  Trans formiation 
where  he  traces  the  political  reaction  which  produced  fascism  in 
Europe  in  the  1920 's  and  1930 's  to  the  excesses  cf  a  free  market. 
unrestrained  by  social  standards.   I  think  we  need  to  be 
particularly  concerned  about  the  distribution  of  wage  and  salary 
income;  the  new  productive  system  as  it  is  emerging  in  the  United 
States  is  producing  an  ever  growing  inequity  which  I  cannor  imagine 
our  society  will  be  able  to  tolerate  indefinitely. 

But  one  can  also  identify  a  number  of  aspects  of  the  emerging 
system  of  production  where  new  social  structures  are  necessary  to 
consolidate  its  structure  and  complete  its  economic  logic.   Quite 
apart  from  their  role  in  insuring  equity,  in  other  works,  new 
standards  are  required  to  enable  the  emergent  technologies  and 
organizational  forms  to  operate  effectively  as  a  productive  system 
over  the  long  run.   I  will  mention  two  areas  in  which  this  is  the 
case. 

First,  the  new  production  systems  require  extensive  cooperation 
between  labor  and  management  and  the  participation  of  workers  in 
business  decisions  from  which,  in  mass  production,  they  were 
completely  excluded.   American  industry  is  having  trouble  working 
out  these  new  forms  of  cooperation,  and  this  puts  us  at  a 
competi-ive  disadvantage  relative  to  counties  like  Japan  and 
Germany  where  cooperation  is  an  integral  part  cf  the  industrial 
relations  system. 

A  second  problem  in  the  new  paradigm  is  the  provision  of  employment 
continuity  and  worker  skill.  The  new  production  techniques  require 
much  greater  skill  on  the  part  of  the  labor  force  than  did  mass 
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production.   In  the  past  —  and  for  a  time  during  the  transition  — 
it  appeared  that  employers  would  want  to '^provide  greater  job 
security  under  the  new  systems  and  would  have  an  incentive  to 
provide  the  additional  training  as  well.   But  as  we  have  learned 
recently  through  the  experience  of  companies  that  were  initially 
taken  as  models  of  the  new  einplcyment  system  like  IBM  and  Digital, 
even  large  companies  cannot  provide  employment  security  any  mere. 
And  once  companies  recognize  that  they  are  imable  to  retain  their 
employeeii,  they  have  little  incentive  to  invest  in  training  them. 
In  recent  years  it  seems  we  have  been  living  off  a  skill  base 
inherited  from  the  past  but  new  institutions  will  be  required  to 
replenish  it  in  the  future.  Those  institutions  will  need  to  link 
companies  together  in  some  way  to  develop  the  requisite  skills  in 
common  or  to  provide  enough  employment  continuity  so  that  workers  - 
have  an  incentive  to  invest  in  themselves. 

Worker  participation,  labor-management  cooperation,  employment 
security,  and  provisions  for  worker  training,  are  all  labor 
standards  for  which  our  current  system  does  not  make  provision  but 
which  are  critical  for  its  economic  efficiency,  whatever  the  effect 
on  welfare  and  equity.   The  kinds  of  standards  and  institutions 
'which  will  overcome  these  economic  deficiencies  cannot  simply  be 
defined  by  technicians  and  imposed  by  legislation.   Nor  can  they  be 
created  by  top  level  negotiations  among  business  and  labor  leaders. 
They  involve  a  cooperation  among  lower  level  workers  and  managers, 
and  this  in  turn  requires  a  allegiance  of  the  people  directly 
involved  which  will  be  obtained  only  if  they  participate  actively 
in  the  development  of  the  new  institutions  and  structures.  .The 
role  of  government  is  thus  not  to  impose  new  regulations  but  rather 
to  establish  a  procedural  framework  which  fosters  the  discussion 
and  debate  through  which  new  institutional  structures  can  be  worked 
out.   In  a  sense,  the  Clinton  Administration  has  already  begun  to 
do  this  domestically  through  the  Dunlop  Commission. 

But  the  globalization  of  economic  activity,  and  the  new 
arrangements  which  have  just  been  negotiated  to  replace  the  GATT, 
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imply  that  we  in  the  United  States  cannot  work  out  these  new 
arrangea:\ents  for  ourselves,  in  isolation  from  the  rest  of  the 
world.   The  labor  standards  which  we  develop  here  must  be 
competitive  in  the  world  economy.   In  addition,  the  new 
international  trading  arrangements,  of  necessity,  limit  the  degree 
to  which  national  govemiTients  are  free  to  subsidize  their 
industries  for  such  s'jbsidies  can  operate  like  a  tariff  to  protect 
to  domestic  producers  from  import  competition.   But  because  the  new 
productive  arrangements  depend  so  much  en  cooperation  among 
enterprises  to  provide  the  infrastructure  which  under  mass 
production  individual  firms  provided  themselves  and  because 
government  is  in  any  society  the  generic  form  which  such 
cooperation  takes,  any  limits  on  government  subsidies  constitutes  a- 
potential  threat  to  our  ability  to  create  the  institutional 
complements  for  the  new  productive  system.  Are  government 
expenditures  on  education  and  training,  for  example,  unfair  trade 
siibsidies?   Or  to  take  another  example,  would  the  exemption  of 
small  business  from  the  taxes  which  finance  a  national  medical 
insurance  system  constitute  a  rrade  subsidy?   For  these  reasons, 
"our  efforts  to  develop  new  labor  standards  at  home  must  bs 
coordianated  with,  and  in  fact  a  part  of,  a  broader  debate  about 
labor  standards  for  the  world  economy  as  a  whole.   I  take  this  to 
be  the  basic  thrust  of  Secretary  Reich's  proposal.   It  is  an 
essential  part  of  the  Administrations  effort  to  achieve  to  achieve 
not  only  social  justice  but  also  economic  efficiency  and  to  render 
the  U.S.  competitive  in  the  world  economy. 
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The  linkage  between  "labour  rights"  and  international  trade,  such  that 
a  country's  access  to  external  markets  is  to  be  made  conditional  in  some 
fashion  on  the  acceptability  of  that  country's  internal  "labour  standards",  is 
now  a  matter  on  the  international  agenda. 

The  ILO,  led  by  the  energetic  Belgian  Michael  Hansenne,  has  shown 
active  interest  in  the  subject.  Besides,  more  critically,  the  coalition  of 
developed  countries  led  by  the  United  States,  joined  actively  by  France,  has 
managed  finally  to  get  ,  as  the  price  for  concluding  the  Uruguay  Round,  an 
agreement  by  the  Contracting  Parties  of  the  GATT  to  examine  the  issue.  The 
matter  is  therefore  on  the  agenda  of  the  Preparatory  Committee  for  the  new 
World  Trade  Organization  (WTO)  that  the  GATT  will  turn  into  next  year.  The 
objective  of  the  US-led  coalition  is  the  enactment  of  a  Social  Clause 
(specifying  Labour  Standards  as  preconditions  for  market  access  rights)  by 
the  WTO. 

The  question  is  already  divisive,  pitting  most  economists  against  the 
labour  union  activists  and  their  political  allies,  and  certainly  the  more 
articulate  developing  countries  (the  South)  against  the  developed  countries 
(the  North).  The  question  has  the  potential  of  frustrating  the  WTO's  essential 
purpose  of  providing  an  overall  framework  for  liberal  trade  rules  by 
encouraging  protectionist  misuse  of  trade  rules  instead.  It  is  also  resurrecting 
the  North-South  divide  that  afflicted  the  world  economy  in  the  late  1970s.  The 
issue  therefore  needs  to  be  carefully  and  dispassionately  examined  before 
decisions  are  taken  in  the  forthcoming  months. 

Common  Fallacies 

At  the  outset,  several  fallacies,  current  in  some  of  the  discussion  in  the 
United  States,  must  be  examined. 

1.  Labour  Standards  are  already  in  the  GATT:  Article  XX(e),  in  the 
GATT  from  the  original  postwar  agreement,  permits  exclusion  of  goods  made 
by  prison  labour.  Therefore,  it  is  claimed,  we  are  simply  expanding  the  menu. 
But  this  is  hardly  persuasive. 
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Political  compromises  struck  after  the  War,  and  among  Contracting 
Parties  that  were  overwhelmingly  developed,  have  no  value  as  precedents 
today.  In  fact,  one  may  even  argue  today  that  objecting  to  prisoner-made 
goods  as  such  in  trade  is  silly  and  that  what  should  matter  to  us,  whatever  we 
do  about  it,  is  the  conditions  under  which  prisoners  are  treated  at  work  and 
leisure.  So,  the  advisability  of  the  linkage  of  what  are  being  called  "labour 
standards"  today  and  the  WTO  must  be  argued  afresh. 

2.  NAFTA  Supplemental  Agreements  include  Labour  Standards:  Since 
President  Salinas  accepted  a  Supplemental  Agreement  on  Labour  Standards 
(and  another  on  Environment),  it  is  claimed  that  putting  one  into  the  WTO  is 
only  an  extension  of  an  accepted  principle. 

But  this  "precedent"  obviously  has  no  value  outside  the  US.  Besides, 
President  Salinas  badly  wanted  NAFTA  and  was  in  an  extremely-uneven 
one-on-one  bargain  with  a  superpower.  His  acceptance  of  the  Supplemental 
Agreement  has  therefore  no  value  outside  of  his  specific  and  unusual  context; 
it  certainly  cannot  carry  over  to  the  multilateral  context  of  the  WTO. 

3.  As  with  Intellectual  Propertv  Protection,  WTO  must  include  Labour 
Standards:  Labour  spokesmen,  commonly  argue  that  WTO  has  accepted 
safeguards  for  "capital"  and  multinationals  in  shape  of  trade  rules,  investment 
rules  and  Intellectual  Property  Protection;  why  not  adopt  rules  for  Labour? 

But  this  argument  forgets  that  the  trade  rules  are  for  economic 
efficiency,  which  generally  helps  everyone  (with  internal  distributional 
problems  being  tackled  by  other  policies);  they  are  not  there  simply  to  assist 
specific  factors  of  production  (i.e.  capital)  or  economic  agents  (i.e. 
multinationals),  as  such.  Besides,  rules  about  intellectual  property  protection, 
while  different  in  essential  respects  in  economic  logic  from  those  regarding 
trade,  do  have  some  essential  trade  aspects:  the  transfer  and  diffusion  of 
technology,  and  payments  for  the  same, across  countries  can  be  legitimately 
viewed  as  international  trade  in  technology,  whereas  no  such  case  can  be 
made  for  "labour  standards".  As  for  the  rules  regarding  trade-related 
investment  measures  at  the  GATT,  these  resurrect  rules  that  parallel  trade 
rules:  e.g.  the  avoidance  of  local  content  rules  is  a  time-honoured  rule  of  the 
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GATT,  to  be  sure. 

4.  "Free  Trade  is  not  an  end  in  itself":  This  quote  from  a  major 
proponent  of  the  Social  Clause  also  misunderstands  the  fact  that  free  trade 
has  never  been  regarded  as  an  end  in  itself;  it  is  a  policy,  not  an  objective! 
Free  trade  promotes  economic  efficiency  and  maximizes  national  income;  its 
distributional  impact  is  addressed  by  other  domestic  policies  (such  as 
adjustment  assistance,  retraining  programs,  progressive  income  taxation, 
etc.). 

6.  They  are  already  in  the  1988  Trade  Act  :  Then  again,  some  US 
Congressmen  argue  that  ,  as  with  NAFTA  Supplemental  Agreements,  the 
1988  Omnibus  Trade  and  Competitiveness  Act,  which  incidentally  also 
enacted  the  first  Super  301  legislation,  includes  the  absence  of  certain  labour 
standards  as  unfair  trade  practices.  So,  the  proposed  WTO  enactment  of  the 
Social  Clause  is  ipso  facto  legitimate. 

But  the  1988  legislation  is  simply  US  law,  where  the  linkage  of  trade 
with  labour  standards,  and  the  specification  of  the  labour  standards,  are  both 
unilaterally  asserted.  No  greater  legitimacy  follows  from  this  for  international 
legislation  than  from  national  laws  enacted  by  other  countries  ,  reflecting 
domestic  lobbies  and  interests. 

7.  The  US  is  simply  exercising  Moral  Leadership:  Moreover,  the  matter 
is 'often  presented  as  demonstrating  US  "moral  leadership'  ,  in  a  unique  and 
characteristic  way  that  other  nations  generally  cannot  provide.  But,  even  if  we 
agree  that  the  United  States  has  often  taken  the  moral  lead  in  questions  of 
worldwide  importance,  this  does  not  automatically  imply  that  the  Social 
Clause  initiative  reflects,  in  a  deep  way,  broad  moral  concerns  rather  than  the 
narrow  economic  interests  of  specific  groups. Nor  should  we  regard  the  many 
who  oppose  such  initiatives  as  morally  defective  simply  because  those  who 
propose  them  claim  the  higher  moral  ground. 

Deep  scrutiny  of  the  Social  Clause  initiative,  its  desirability  and  its 
possible  design,  cannot  be  avoided,  especially  if  its  economic  consequence 
was  to  impose  inappropriate  labour  practices  on  poor  countries  or  to 
jeopardize  their  trade  access  if  they  resisted  them.  Either  way,  a  Social 
Clause  could  hurt  their  prospects  for  efficiency  and  growth,  and  adversely 
affect  in  consequence  the    goal  of  poverty-eradication,  making  the  Social 
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Clause  a  morally-defective,  rather  than  a  morally-superior,  innovation. 

The  Real  Argument 

The  real  argument  for  the  inclusion  of  the  Social  Clause  in  the  WTO 
lies  elsewhere.  Properly  understood  and  evaluated,  however,  it  is  a  weak 
argument  and  the  case  which  can  be  made  for  rejecting  it  is  strong. 

Central  to  American  thinking  on  the  question  of  the  Social  Clause  is  the 
notion  that  competitive  advantage  can  sometimes  be  "illegitimate".  In 
particular,  it  is  argued  that  if  labour  standards  elsewhere  are  different  and 
unacceptable  morally,  then  the  resulting  competition  is  illegitimate  and 
"unfair". 

When  this  argument  is  made  about  a  practice  such  as  slavery  (defined 
strictly  as  the  practice  of  owning  and  transacting  in  human  beings,  as  in  the 
centuries  before  the  Abolitionists  triumphed),  there  will  be  nearly  universal 
agreement  that  if  slavery  produces  competitive  advantage,  that  advantage  is 
illegitimate  and  ought  to  be  rejected. 

This  argument  can  be  purely  moral:  e.g.  that  we  will  not  profit  from  the 
fruits  of  slavery,  since  it  implies  our  complicity  in  the  practice.  But  the  politically 
more  salient  argument  is  one  of  "competitiveness":  that  it  imposes  an 
adjustment  cost  on  our  import-competing  industries  that  is  illegitimate  and 
therefore  "unfair". 

The  real  problem  with  this  argument,  however,  is  that  universally- 
condemned  practices  such  as  slavery  are  rare  indeed.  True,  the  ILO  has 
many  Conventions  that  many  nations  have  signed.  But  many  have  been 
signed  simply  because  in  effect  they  are  not  binding.  Equally,  the  United 
States  itself  has  signed  no  more  than  a  tiny  fraction  of  these  conventions  in 
any  case.  The  question  whether  a  substantive  consensus  on  anything  except 
wellmeaning  and  broad  principles  without  consequences  for  trade  access  in 
case  of  noncompliance  can  be  obtained  is  therefore  highly  dubious. 

Indeed,  the  reality  is  that  diversity  of  labour  practices  and  standards  is 
widespread  in  practice  and  reflects,  not  necessarily  venality  and  wickedness, 
but  rather  diversity  of  cultural  values,  economic  conditions  and  analytical 
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beliefs  and  theories  concerning  the  economic  (and  therefore  moral) 
consequences  of  specific  labour  standards.  The  notion  that  labour  standards 
can  be  universalized,  like  human  rights  such  as  liberty  and  habeas  corpus, 
simply  by  calling  them  "labour  rights"  ignores  the  fact  that  this  easy  equation 
between  culture-specific  labour  standards  and  universal  human  rights  cannot 
survive  deeper  scrutiny 

Take  the  United  States  itself.  Worker  participation  in  decisionmaking  on 
the  plant  is  more  widespread  in  Europe  than  in  North  America:  are  we  to  then 
condemn  North  America  to  denial  of  trading  rights  by  the  Europeans?  Migrant 
labour  is  ill-treated  in  US  agriculture  due  to  Inadequate  enforcement,  if 
investigative  television  shows  are  a  guide;  does  this  mean  other  nations 
should  prohibit  the  import  of  US  agricultural  products?  Even  the  right  to 
organize  trade  unions  may  be  considered  to  be  inadequate  in  the  US  if  we  go 
by  "results",  as  the  US  favors  in  judging  Japan:  less  than  20%  of  the  US 
labour  force  is  unionized.  Strikes  in  essential  industries  are  restricted:  but  the 
definition  of  such  industries  also  reflects  economic  structure  and  political 
realities,  making  the  US  definition  only  culture-specific  and  hence  open  to 
objection  by  others. 

Even  the  developing  country  phenomena  such  as  the  use  of  child 
labour  raise  complex  questions  (as  indeed  recognized  by  the  ILO,  though  not 
in  the  arguments  heard  in  the  United  States  today).  The  use  of  child  labour,  as 
such,  is  surely  not  the  issue.  Few  children  grow  up  even  in  the  US  without 
working  as  babysitters  or  delivering  newspapers;  many  are  even  paid  by 
parents  for  housework  in  the  home.  The  pertinent  social  question  is  rather 
whether  children  at  work  are  protected  from  hazardous  conditions.  In  reality, 
this  problem  applies  to  a  rare  few  industries  (e.g.  glassmaking),  contrary  to  the 
assertions  often  made. 

Whether  child  labour  should  be  altogether  prohibited  in  a  poor  country 
is  a  matter  on  which  views  legitimately  differ.  Many  feel  that  children's  work  is 
unavoidable  in  the  face  of  poverty  and  that  the  alternative  to  it  is  starvation 
which  is  a  greater  calamity,  and  that  eliminating  child  labour  would  then  be 
like  voting  to  eliminate  abortion  without  worrying  about  the  needs  of  the 
children  that  are  then  born. 

Insisting  on  the  "positive-rights"-related  right  to  unionise  to  demand 
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higher  wages,  for  instance,  as  against  the  "negative-rights"-related  right  of 
freedom  to  associate  for  political  activity,  for  example,  can  also  be  morally 
obtuse.  In  practice,  such  a  right  could  imply  higher  wages  for  the  "insiders" 
who  have  jobs,  at  the  expense  of  the  unemployed  "outsiders".  Besides,  the 
unions  in  developing  countries  with  large  populations  and  much  poverty  are 
likely  to  be  in  the  urban-industrial  activities,  with  the  industrial  proletariat 
among  the  better-off  sections  of  the  population,  whereas  the  real  poverty  is 
among  the  nonunionised  landless  labour.  Raising  the  wages  of  the  former  will 
generally  hurt,  in  the  opinion  of  many  developing-country  economists,  the 
prospects  of  rapid  accumulation  and  growth  which  alone  can  pull  more  of  the 
landless  labour  eventually  into  gainful  employment.  If  so,  the  imposition  of  the 
culture-specific  developed-country-union  views  on  poor  countries  about  the 
rights  of  unions  to  push  for  higher  wages  will  resolve  current-equity  and 
intergenerational-equity  problems  in  ways  that  are  morally  unacceptable  to 
these  countries,  and  correctly  so. 

One  is  then  led  to  conclude  that  the  idea  of  the  Social  Clause  in  the 
WTO  is  rooted  generally  in  an  ill-considered  rejection  of  the  general 
legitimacy  of  diversity  of  labour  standards  and  practices  across  countries. 
Wittingly  or  unwittingly,  its  proposed  contents  are  also  selectively  focused 
currently  on  the  practices  of  the  developing  countries,  shielding  the  practices 
of  the  developed  countries:  those  throwing  stones  at  other  people's  glass 
houses  have  put  fortresses  around  their  own.^  Thus,  the  alleged  claim  for  the 
universality  of  labour  standards  is  (except  for  a  rare  few  cases  such  as 
slavery)  generally  unpersuasive;  and  the  proponents  of  that  view  are 
inconsistent  in  turning  their  attention  and  political  activism  only  to  practices  of 
countries  in  economic  competition  with  their  own  instead  of  focusing  on  the 
practices  on  their  own  turt. 

The  developing  countries  cannot  then  be  blamed  for  worrying  that  the 
recent  escalation  of  support  for  such  a  Clause  in  the  WTO  in  major  OECD 


'  If  I  might  be  permitted  to  say  so,  the  recent  report  released  by  the  Children's  Defense 
Fund  on  the  plight  of  black  children  in  America  argues  that  it  is  Vorse  than  under  slavery", 
and  another  recent  report  argues  that  nearly  4  million  American  children  are  at  serious  risk 
because  of  hazardous  inner-city  conditions.  That  such  conditions  obtain  in  one  of  the  world's 
richest  nations  is  sad  and  may  be  considered  to  be  at  least  as  disconcerting  and  morally 
offensive  as  the  exposure  of  children  to  hazardous  conditions  in  the  world's  poorest 
countries  in  glass-bangies-making,  for  instance. 
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countries  derives  Instead  from  the  desire  of  labour  unions  to  protect  their  jobs 
by  protecting  the  industries  that  face  competition  from  the  poor  countries.  They 
fear  that  moral  arguments  are  produced  to  justify  restrictions  on  such  trade 
since  they  are  so  effective  in  the  public  domain.  In  short,  the  "white  man's 
burden"  is  being  exploited  to  secure  the  "white  man's  gain".  Or,  to  use  another 
metaphor,  "blue  protectionism"  is  breaking  out,  masked  behind  a  moral 
facade.^ 

In  fact,  the  salience  which  the  Social  Clause  crusade  has  acquired  in 
the  US  and  Europe  owes  much  to  the  widespread  fear,  evident  during  the 
NAFTA  debate  in  the  United  States,  that  trade  with  the  poor  countries  (with 
abundant  unskilled  labour)  will  produce  unemployment  and  reductions  in  the 
real  wages  of  the  unskilled  in  the  rich  countries.  The  Social  Clause  is,  in  this 
perspective,  a  way  in  which  the  fearful  unions  seek  to  raise  the  costs  of 
production  in  the  poor  countries  as  free  trade  with  them  threatens  their  jobs 
and  wages.  That  this  fear  is  unjustified  by  extensive  analyses  of  the  problem 
by  economists  recently  does  not  reduce  its  potency  in  fuelling  the  demands 
for  the  Social  Clause.^ 

What  to  do? 

If  this  analysis  is  correct,  then  the  idea  of  a  Social  Clause  in  the  WTO  is 
not  appealing;  and  the  developing  countries'  opposition  to  its  enactment  is 
justified. 4 

But  if  a  Social  Clause  does  not  make  good  sense,  is  everything  lost  for 
those  in  both  developed  and  developing  countries  who  genuinely  wish  to 
advance  their  own  views  of  what  are  "good"  labour  standards?  Evidently  not. 

It    is    open    to    them    to    use    other    instrumentalities    such    as 


'  "Blue"  refers,  of  course,  to  blue-collar  workers. 

'  The  analytical  arguments,  and  the  empirical  evidence,  on  the  question  of  North-South 
trade  and  wages  of  the  unskilled  have  been  reviewed  and  synthesised  in  Jagdish  Bhagwati 
and  Marvin  Kosters  (ed.),  Trade  &  Wages .  American  Enterprise  Institute,  Washington  D.C., 
1994. 

*  For  alternative  arguments  against  the  Social  Clause,  see  the  interesting  contribution  by 
Professor  T.N.Srinivasan  of  Yale  University  to  this  volume.  Yet  different  arguments  are 
provided  by  the  editors  of  The  Economist  in  two  issues:  in  April  9,  1994  in  an  editorial  and  in 
June  4,1994  in  a  reply  in  the  Economics  Focus  column  to  Secretary  Reich's  criticism  in  an 
article  in  The  Washington  Post  on  May  22,  1994. 
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nongovernmental  -organization  (NGO)-leci  educational  activities  to  secure  a 
consensus  in  favour  of  their  positions.  In  fact,  if  your  ideas  are  good,  they 
should  spread  w/ithout  coercion.  The  Spanish  Inquisition  should  not  be 
necessary  to  spread  Christianity;  indeed,  the  Pope  has  no  troops.  Again, 
Mahatma  Gandhi's  splendid  idea  of  nonviolent  agitation  spread  ,and  was 
picked  up  by  Martin  Luther  King,  not  because  he  relied  on  the  false  doctrine 
that  "might  is  right"  and  worked  on  his  government  (which,  unlike  the  US 
government,  has  no  effective  clout  in  any  event)  to  threaten  retribution  against 
skeptics  and  heretics;  it  happened  to  be  just  morally  compelling.  In  fact,  I 
would  add  that  one  also  has  the  possibility  of  recourse  to  private  boycotts, 
available  under  national  and  international  law;  they  are  an  occasionally- 
effective  instrument. 

If  a  multilateral  consensus  is  achieved  (and  formally  agreed  to  at  the 
ILO  afresh  with  perfect  clarity  and  reflecting  updated  ideas  of  economics  and 
ethics,  especially  now  that  such  agreement  may  have  serious  consequences), 
on  a  moral  view  of  an  appropriate  labour  standard,  and  if  it  is  then  clearly 
understood  that  the  signatories  to  such  an  agreement  will  be  legally  and 
morally  entitled  to  seek  denial  of  market  access  to  other  offending  signatory 
nations  through  appropriate  and  agreed  multilateral  procedures  that  first  seek 
an  impartial  determination  of  such  alleged  violations,  then  we  can  proceed 
wfth  a  desired  suspension  of  that  offending  nation's  trade  rights  with  a  clearer 
conscience  and  a  sense  that  we  are  indeed  proceeding  justly  and  sensibly. 
But,  if  we  do  that,  we  already  have  multilateral  procedures  and  institutions 
available  to  proceed  with  the  next  step  of  actually  invoking  multilateral  action 
on  suspension  of  trading  rights,  making  the  necessity  of  a  Social  Clause 
altogether  unnecessary  in  any  event. 

Thus,  under  UN-sanctioned  embargo  procedures,  which  take 
precedence  over  GATT  and  other  treaties.  South  Africa's  GATT  membership 
proved  no  barrier  to  the  embargo  against  it  precisely  because  the  world  was 
virtually  united  in  its  opposition  to  apartheid.  Even  outside  of  such  UN  action, 
however,  the  GATT  waiver  procedure  permits  2/3rds  of  the  Contracting  Parties 
to  suspend  any  GATT  member's  trading  rights. 

Suppose,  however,  that  American  or  German  public  opinion  on  an 
issue  (as  in  the  Tuna-Dolphin  case  for  the  former  and  the  beef-hormone  case 
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for  the  latter)  forces  the  government  to  undertake  a  unilateral  suspension  of 
another  GATT-member's  trading  rights  when  a  multilateral  consensus  does 
not  exist.  There  is  nothing  in  the  GATT,  nor  will  there  be  anything  in  the  WTO, 
which  will  then  compel  the  overturning  of  such  unilateral  action.  The  offending 
Contracting  Party  can  persist  in  a  violation  while  making  a  compensatory  offer 
of  an  alternative  trade  concession  or  the  offended  Party  can  retaliate  by 
withdrawing  an  equivalent  trade  concession.^  Thus,  unless  one  resents 
having  to  pay  for  one's  virtue  (since  the  claim  is  that  "our  labour  standard  is 
morally  superior"),  this  is  a  perfectly  sensible  solution  even  to  unilateralism. 

Whether  these  sensible  resolutions  to  the  issues  at  hand  will  be 
accepted  by  the  US-led  coalition  at  the  WTO,  or  whether  they  will  persist  in 
the  pursuit  of  the  Social  Clause,  is  hard  to  predict.  Governments  must 
necessarily  reflect,  to  an  extent,  pressures  to  advance  the  proposals  favoured 
by  different  lobbies.  Academics  such  as  myself  ,  on  the  other  hand,  must 
hope  that  our  analysis  in  the  interest  of  the  public  good  will  countervail 
effectively  the  bad  proposals  and  steer  the  government  towards  the  good 
proposals.  Only  the  unfolding  events  will  tell  who  will  prevail.X 


'The  latter  is  evidently  an  inferior  option;  but  that  isitiil  another  story! 
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Precis  of  the  Proposal  '= 

The  organized  American  business  comnunity  and  most  foreign 
enroloyers'  organizations  have  long  opposed  the  "Social  Clause,"  i.e., 
using  trade  sanctions  to  enforce  workers'  rights.  They  grasp  its 
protectionist  origins  and  objectives  aiaec,  for  the  most  part,  at 
developing  economies  and  emerging  msrkets.  3'jsiness  believes  that 
workers*  rights  and  interests  can  best  be  advanced  by  sound  economic 
develojanent  based  on  full,  participation  in  the  trade  end  investment 
system.  '  The  e^>erience  of  the  Inteimational  Labor  Organization  is 
relevant,  in  particular  with  respect  to  its  voluntarily  accepted 
international  instruments  {loosely  called  the  "labor  code"),  its 
supervisory  machinery  based  on  "sunshine  not  sanctions,"  policy  advice 
to  governments,  and  technical  cooperation. 

So  far,  the  U.S.  has  consistently  failed  to  get  either  the  OECD  or 
GATT  to  consider  the  subject.  The  ICFTD  has  similarly  failed  la  the  ILO. 
Given  the  Administration's  current  interest,  the  effort  to  get  the 
subject  discussed  may  get  a  bit  further,  but  it  is  the  assumption  of  this 
paper  that  LDCs  and  a  good  many  industrialized  countries  would  block  any 
attempt  to  change  the  rules  of  the  GRTT  to  the  extent  proposed  by  the 
ICFTU. 

This  paper  lays  out  an  alternative  carrot  and  stick  approach  not 
subject  to  the  voting  rules  of  the  GATT  or  the  ILO.  It  is  based  on 
American,  experience  with  GSP  in  enforcing  workers'  rights  and  on  the 
formula  en^jloyed  in  NAFTA.  It  is  also  based  on  the  ICFTU  call  for  the 
elaboration  of  a  Social  Charter  of  Workers'  Rights,  and  for  supervisory 
machinery  patterned  on  the  ILO's  Committee  on  Freedom  of  Association. 

The  sequence  suggested  is: 

1.  Convince  the  quad  coimtries  and  then  as  many  as  possible  other 
donor  countries  to  join  the  U.S.  in  making  workers'  rights  a  condition 
for  granting  GSP. 

In  this  connection,  the  developed  countries  should  first  explore 
ways  they  could  hannonize  their  various  systems  further  in  the  direction 
of  being  more  generous  with  respect  to  sensitive  items. 

2.  If  the  above  phase  is  successful,  invite  the  recipient 
countries  to  a  negotiation  to  establish  a  "social  charter."  The  purpose 
of  this  charter  would  be  to  Identify  and,  in  a  few  sentences,  to  define 
each  of  the  basic  workers'  rights.  The  paper  points  out  discrepancies 
between  the  ILO  listing,  that  of  ICFTU  and  of  the  U.S.  The  negotiation 
might  be  held  under  the  auspices  of  ILO  where  the  international  expertise 
on  labor  standards  resides.  The  carrot  to  get  countries  to  such  a 
negotiation  would  be  the  promise  of  improved  multilateral  GSP  and  the 
stick  would  be  the  threat  of  combined  simultaneous  withdrawal  of  these 
benefits  by  the  donor  countries. 
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11. 

3.  Having  identified  and  defined  the  'frights"  in  the  charter, 
countries  wcruld  commit  to  adopt  and  in^jlement  legislation  giving  effect 
to  these  rights.  Supervisory  machinery  would  be  established,  patterned, 
as  suggested  by  ICFTU,  on  the  ILO's  Freedom  of  Association  Committee,  a 
tripartite  committee  with  &  remarkable  record  of  hearing  and  recommending 
action  on  cases  involving  that  basic  worker  right  (not  based  on  the 
technical  details  of  Conventions  87  and  98  on  the  subject) .  However, 
unlike  the  ILO's  Freedom  of  Association  Committee,  the  new  tripartite 
supervisory  committees  for  each  covered  basic  right  would  determine  if 
there  existed  a  "persistent  pattern  of  failure"  to  enact  or  to  enforce 
the  legislation  required  by  the  Social  Char1:er.  This  psier  leaves  open 
the  question  of  where  these  committees  are  to  be  housed. 

4.  In  the  event  of  a  positive  finding,  the  Committee  would  call 
on  the  country  concerned  to  mend  its  ways,  possibly  with  the  help  of 
technical  assistance  by  ILO  experts.  If  that  failed  and  subsequent 
exhortation  also  failed,  the  government  concerned  would  be  fined  as  in 
NAFTA.  A  commitment  to  pay  such  assessment  would  be  a  condition  to 
adherence  to  the  Social  Charter.  Finally,  and  in  the  last  analysis,  the 
issue  would  be  turned  over  to  a  Committee  of  GSP  donors  which  could 
invoke  the  withdrawal  of  GSP  benefits  in  whole  or  in  part. 

There  would  obviously  be  considerable  opposition  to  begin  with 
among  donor  countries,  both  to  the  principle  of  conditioning  GSP  on 
workers'  rights  ets  well  as  to  sweetening  tiie  pot  of  GSP.  The  political 
opposition  of  many  LDCs  could  be  anticipated  as  could  even  that  of  the 
ILO  bureaucracy,  who  would  see  it  as  a  threat  to  existing  ILO  conventions 
and  ways  of  doing  business,  and  even  of  the  trade  unions  which,  although 
thoy  conceived  the  idea  of  a  social  charter,  see  it  as  a  way  of 
introducing  countries  to  the  more  detailed  technical  standards  of  ILO, 
which  neither  the  U.S.  nor  many  LDCs  can  accept. 

On  the  other  hand,  GSP  is  a  unilaterally  extended  benefit  that 
could  be  unilaterally  withdrawn  end  it  is  argued  that  the  scheme 
presented  below  at  least  avoids  most  of  the  legal  and  procedural  traps 
and  meets  some  tests  also  set  forth  belov?  that  any  scheme  lin3cing  trade 
and  workers'  rights  v/ill  have  to  confront  if  it  is  to  be  successful. 
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Introduction  and  Sumaary 

U.S.  enrployers  emd  the  overwhelming  majority  of  foreign  en^sloyers 
organizations  with  which  they  eire  affiliated  have  been  nnalterably 
opposed  to  the  social  clause.  They  see  it  as  a  protectionist  device, 
which  ia^iacts  biisiness  arisitrarily  and  leads  to  -uncertainty  and  friction 
in  international  commerce.  The  history  of  the  social  clause  from  the 
beginning  of  the  industrial  revolution  in  Europe  certainly  supports  that 
view.  Recently,  however,  certain  indastrii-1  circles  in  Europe — notably 
those  that  fear  coii5>etation  froa  low-cost  imports,  supported  by  the 
French  Government  and  parts  of  the  European  ComiRission — have  again  raised 
the  Social  Cleuse  as  a  post-Uruguay  Round  issue. 

The  current  Aominlstration  has  now  pledged  itself  to  work,  for  some 
form  of  the  social  clause,  vAich  has  been  an  American  negotiating 
objective  for  many  yeaxs.  Giver,  the  open  trade  policies  of  President 
Clinton,  it  must  be  assumed  that  the  primary  motivation  of  the 
Administration  is  genuinely  advancing  workers'  rights  around  the  world. 
This  is  probably  also  the  primary  concern  of  the  AFL-CIO  and  many 
elements  in  the  ICFTII. 

The  business  conaminity  continues  to  hold  that  the  best  means  of 
advancing  the  rights  and  interests  of  workers  is  through  sound  economic 
development  focusing  on  en^jloyment  creation  buttressed  by  the  efforts  of 
the  ILO  which  are  based  on  voluntarily-accepted  international  instruments 
supervisory  machinery  based  on  "sunshine  not  sanctions,"  policy  advice 
to  governments  and  technical  cooperation. 

However,  in  view  of  the  genuine  comnitment  of  the  Administration 
and  of  the  trade  union  movement,  this  ps^er  examines  the  constraints  and 
requirements  and  the  nature  of  a  possible  arrangement  in  which  trade 
•measures  could  be  used  to  advance  workers'  rights.  It  represents  the 
personal  views  of  the  author.  The  analysis  and  suggested  strategy 
stemming  therefrom  are  based,  inter  alia,  on  experience  with  this  issue 
in  OECD,  GATT  and  ILO  over  the  years,  on  some  reeommendaticais  of  the 
ICFTD,  and  on  the  experience  of  the  U.S.  with  GS?  and  NATTA.  It  assumes 
as  a  political  fact  of  life  bolstered  by  the  voting  arrangements  that  any 
attMi5>t  to  raise  the  issue  in  the  GATT  (WTO)  or  ILO  would  get  nowhere. 

The  analysis  contained  in  this  paper  leads  to  the  conclusion  that 
the  trade  measures  to  be  eigjloyed  could  only  be  GS?,  unilaterally  offered 
by  donor  countries  and  whose  benefits  therefore  ere  subject  to  unilateral 
withdrawal;  that  to  increase  the  clout  of  withdrawal  of  benefits,  the 
U.S.  will  need  to  convince  other  Quad  and  other  GSP  donor  countries  to 
adopt  similar  social  provisions  in  their  schemes  {a  difficult  political 
task) ;  that  to  provide  a  carrot  and  mitigate  a  Nor-h/South  confrontation, 
the  scope  of  GSP  should  be  increased,  i.e.,  the  GSP  pot  should  be 
sweetened.  This  may  mean  adversely  impacting  the  very  industries  in 
developed  countries  (e.g. ,  textiles)  where  unions  and  (in  some  countries) 
managements  have  been  most  vociferous  in  advocating  a  social  clause. 

The  purpose  of  this  carrot  and  stick  is  to  bring  a  sufficient  and 
representative  number  of  developing  countries  together  with  the  main 
industrialized  countries  to  a  negotiation  aimed  £■;  establishing  a  social 
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cheorter.  The  purpose  of  this  charter  would  be  to  identify  and  define  the 
basic  workers'  rights  to  be  covered  by  the  scheme.  Since  there  is  no 
customarr  international  law  in  this  field,  since  the  ILO  conventions, 
because  of  their  overly  technical  and  detjiiled  nature,  are  in^prppriate 
bases  for  such  a  schane,  and  since  relying  on  them  would  put  the  D.S.  in 
an  untenable  position  because  of  its  inability  to  ratify  raost  of  the 
ILO's  basic  rights  instruments,  the  negotiation  of  such  a  charter  (a 
suggestion  of  ICFTD)  would  be  an  essential  requiremfint. 

Adherents  to  the  charter  (developed  and  developing  countries)  would 
pledge  tha  passage  of  laws  and  their  implenentation  to  translate  the 
principles  of  the  document  into  reality.  Supervisory  machinery, 
patterned  after  the  ILO's  tripartite  Cojnmmittee  on  Freedom  of 
Association,  would  be  established  for  each  basic  right  in  the  charter 
(another  ICFTO  suggestion).  Cases  could  be  brought  if  there  are 
allegations  of  "persistent  pattern  of  failure  to  enforce"  (the  NAFTA 
approach).  If  findings  are  reached  of  such  failures,  technical 
cooperation  to  in^jrove  performance  would  normally  be  the  first  action, 
followed  by  the  possibility  of  fines  (charter  adherents  might  be  asked 
to  commit  themselves  to  pay  such  fines ) .  Trade  sanctions  in  the  form  of 
withdrawal  of  GSP  benefits  to  a  specified  amount  by  all  GSP  countries 
would  be  the  last  resort  to  enforce  the  collection  of  fines. 

This  paper  does  not  underestimate  the  political  difficulties  of 
persuading  first  our  industrialized  country  partners,  then  the  developing 
countries  as  well  as  the  international  trade  union  movenent  and  business 
organizations  that  this  is  the  way  to  go.  But  it  is  the  only  epproach 
that  avoids  the  basic  trap  of  the  unfavorable  voting  arrangenents  in 
existing  multilateral  Institutions,  and  it  is  the  best  hope  for  advancing 
-  workers'  rights  while  mininiizing  the  opportunities  for  doing  so  as  a 
cloak  for  protectionism. 

Background 

The  USG  is  committed  to  raising  the  issue  of  workers'  rights  and 
trade  at  Marrakesh  and  to  launching  a  work  program  in  the  GAIT  on  this 
subject,  commonly  csLlled  the  Social  Clause.  Ever,  though  the  procedural 
st^  has  been  opposed  in  recent  Geneva  discussions,  the  issue  is  still 
very  much  alive. 

The  French  Government,  certain  French  business  interests,  and  parts 
of  the  European  Commission  have  also  raised  the  issue  for  post-Uruguay 
Round  consideration.  Kie  more  liberal  trade-oriented  members  of  the 
European  Community  are  opposed  or  skeptical  as  are  liberal  trade-oriented 
Comrn's s loners . 

The  AFL-CIO  an<3  the  ICFTn  have  pushed  in  many  documents  and  forums, 
notably  but  not  exclusively  the  ILO,  for  a  Social  Clause.  There  has  been 
some  Congressional  support — notably  Representative  Richard  Gephardt's 
proposal  for  blue  and  green  301s. 
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The  trade  unions,  with  the  ATL-CIO  in  the  lead,  have  pushed  over 
the  years  for  the  Social  Cla^lse  in  almost  every  relevant  forum.  In 
recent  years,  the  OECD  has  refused  to  take  up  a  U.S.  Government 
suggestion  to  study  the  linkage  between  workers'  rights  and  trade,  and 
despite  the  fact  that  the  II.  S.  Government  has  been  mandated  to  press  for 
the  social  clause  as  a  negotiating  objectivB,  GA5?T  has  not  acted  on  this 
initiative  and  turned  down  a  U.S.  proposal  to  set  up  a  working  party  to 
study  the  issue.  The  lutTU  raised  it  in  the  ILO  unsuccessfully  in 
November  1990. 

Opposition  to  the  notion  has  been  widespread  in  GAIT  and  ILO.  The 
social  clause  has  been  widely  perceived  as  having  protectionist 
motivation  or  at  least  subject  to  protectionist  abuse.  It  has  been  most 
vehemently  opposed  by  developing  country  governments  and  by  ^i^loyers  in 
most  countries,  while  developing  country  trade  unions  have  been 
ambivalent  and  have  been  silent  as  ICFTU  has  renewed  its  can^iaign. 

To  date,  references  to  workers'  rights  in  international  agreements 
have  been  mainly  hortatory  and  preambular ,  with  no  explicit  provision  for 
trade  sanctions.  The  innovative  breakthrough  came  in  the  NSFIS.  side 
agreement  on  labor,  which  may  offer  some  interesting  precedent  as 
discussed  below. 

In  addition,  the  Dnited  States  has  incorporated  sanctions  related 
to  workers'  rights  in  some  of  its  unilateral  trade  legislation,  notably 
GSP,  CBI,  OPIC  and  n.S.  participation  in  MIGA..  It  has  invoked  procedures 
in  the  case  of  a  number  of  countries  to  withdraw  erade  preferences  imder 
GSP  for  failiire  to  improve  worker  rights  (notably  Chile)  and  has  used  the 
withdrawal  of  GSP  as  a  club  to  obtain  in^irovement  in  labor  laws  and 
.practice  in  countries  such  as  Indonesia  and  Costa  Rica.  Here  too  there 
is  an  interesting  precedent.  Section  301  of  the  1974  Trade  Act 
incorporates  the  Pease  bill  on  workeirs'  rights  (but  does  not  call  them 
internationally  recognized  worker  rights).  Ko  workers'  rights  cases  have 
been  brought  under  the  Trade  Act.  Obviously,  there  is  the  restraint  that 
any  action  to  raise  a  bound  tariff  must  either  be  con^sensated  or  is 
subject  to  retaliation. 

The  Issue 

Is  it  possible  to  devise  a  strategy  that  would  lead  to  an 
arrangement  linking  sanctions  in  the  trade  and  economic  area  to  progress 
in  the  area  of  basic  workers'  rights  that  would  meet  the  following 
requirements? 

1.  Reasonable  chance  of  negotiab  t  1  ^  ty  ana  acceptance . 
At  the  present  time  there  is  no  doubt  that  the  configuration  of  forces 
in  both  ILO  and  GRIT  woiild.  lead  to  outriqht  rejection  by  the  developing 
countries,  by  most  Liberal  tradirig  governments,  and,  in  the  case  of  the 
ILO,  by  American  as  well  as  other  ecro lovers  (who  have  a  vote  in  that 
tripartite  institution) .  Since  virtually  all  trade  tariffs  of  the 
industrialized  countries  are  bound  under  GATT,  or  soon  will  be  following 
entry  into  force  of  the  Uruguay  Round,  any  schene  involving  withdrawal 
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of  concessions  against  an  offending  country  would,  under  GRTT,  entail 
con^jensating  that  country  or  be  subject  to  retaliation  and  would  be  in 
violation  of  Article  I  (non-discrimination).  If  concessions  were 
withdrawn  on  an  MFN  basis,  innocent  parties  would  be  hurt.  Amending 
Garr/WTO  woiild  require  consensus. 

2-  Is  aimed  at  Govemment  performance  not  business-foreign  or 
domestic.  Ihe  major  objective  of  any  arrangsnent  should  be  to  encourage 
Governments  to  adopt  progressive  labor  codes  where  they  do  not  exist  and 
to  enforce  their  labor  laws  where  reasonably  satisfactory  legislation 
does  exist.  The  U.S. should  not  exercise  extraterritorial  reach  on  its 
companies  operating  in  developing  countries  or  on  any  U.S.  subsidiaries 
of  companies  from  those  countries  to  enforce  its  views  of  good  practice 
on  their  home  country.  Other  developed  countries  would  never  do  so  and 
such  actions  woiild  create  frictions  with  the  country  concerned  as  well 
as  potentially  discriminatory  retaliation  against  American  enterprises 
abroad. 

The  NftFTfi.  agreement  broke  new  ground  in  penalizing  governments 
through  fines  for  a  persistent  failure  to  administer  laws  embodying 
certain  labor  rights.  Trade  sanctions  are  provided  for  only  as  a  backup 
to  snap  back  to  the  original  pre-NAFTA  rates  (i.e.,  the  MFN  rates)  to  the 
degree  necessary  to  assure  collection  of  the  specified  amount  of  the 
fine.  This  should  provide  the  model. 

3.  Is  multilaterally  negotiated  and  freely  accepted  by  most 
countries .  One  of  the  criticisms  of  the  O.S.  GSP  arrangement  is  what  one 
scholarly  commentator  calls  "aggressive  unilateralism."  While  U.S. 
unilateral  trade  concessions  can  be  withdrawn  by  unilateral  decisions 
without  violating  any  GAIT  obligation,  the  result  in  terms  of  political 
relations  cannot  in  the  long  run  be  satisfactory.  It  is  important  that 
whatever  arrangement  is  worked  out  involved  the  most  important 
industrialized  countries  (i.e.,  the  Quad,  G-7)  and  a  representative  group 
of  developing  countries  (most  iniportantly ,  the  newly  industrialized 
countries  and  major  trading  powers  among  the  LDCs ) . 

4.  Is  fairly  and  impartially  adainistered.  While  there  is  no 
reason  to  camplR 1 n  about  the  way  the  interagency  process  has  worked  in 
the  United  States  (although  unions  have  complained  about  lack  of 
prosecutorial  zeal  shown  imder  Republican  administrations),  an 
international  process  open  to  both  trade  unions  and  en^loyers  groups 
alike  will  be  needed  to  convey  impartiality. 

5.  Concentrates  on  the  promulgation  and  acceptance  of  a  finite  set 
of  basic  workers'  rights  in  sufficient  generality  and  with  sufficient 
flexibility  to  be  nniversally  acceptable.  This  rules  out  ILO  conventions 
as  the  benchmarks.  These  are  detailed  technical  instrumeiits  mainly 
reflecting  the  European  system  of  industrial  relations  which,  with  only 
one  exception  so  far  (one  of  two  forced  labor  conventions),  have  not,  and 
could  not,  be  ratified  by  the  United  States.  (Ratification  of  ILO 
Conventions  in  the  United  States  is  subject  to  tripartite  agreement  that 
a  Convention  does  not  conflict  with  U.S.  law  and  practice.   As  is 


89 


mentioned  ebove,  only  one  basic  rights  convention  has  been  ratified  and 
it  is  doubtful  i-f  many  of  the  others  are  ratiflable.)  The  U.S.  cannot 
be  put  into  the  position  of  enforcing  conventions  it  itself  cannot 
ratify.  In  fact,  the  D.S.  view  is  that  there  is  no  customary 
international  law  in  this  area,  and  although  some  U.S.  legislation  refers 
to  "internationally  recognized  workers'  rights,"  the  USG  in  its 
administrative  actions  has  invoked  general  principles  relating  to 
workers'  rights  which,  for  the  nrast  part,  have  been  violated  in  egregious 
circumstances .  The  actions  of  the  D . S . ,  in  other  words ,  have  therefore 
been  poUtical  acts  pursuant  to  the  authorization  of  U.S.  law,  not  the 
enforcement  of  either  customary  international  law  or  ILO  conventions. 
The  problem  for  many  developing  countries  (as  well  as  for  the  United 
States)  is  that  the  level  of  detail  does  not  permit  them  to  ratify  ZLO 
conventions  or,  if  they  do,  the  conventions  are  to  a  large  extent 
unenforced. 

A  Suggested  Strate<7y 

To  identify  the  constraints  and  reguirements  is  to  narrow  the 
choices  open  to  the  U.S.  Government. 

To  take  the  matter  up  in  the  GATT  would  be  clearly  a  non-starter. 
The  LDCs  would  never  agree  to  imposing  a  test  involving  their  domestic 
legislation  and  labor  practices  with  the  prospect  of  setting  aside  their 
rights  and  balance  of  concessions  in  the  GATT.  It  is  not  sufficient  to 
point  to  the  precedent  referring  to  prison  labor  and  the  other  oblique 
references  to  worker  rights  in  the  GRTT  to  convince  them  that  adherence 
to  a  code  or  charter  or  certain  other  new  principles  of  behavior  is,  to 
use  the  words  of  the  ICFTO,  their  price  for  admission  into  the  trading 
\ system.  They,  for  the  most  part,  are  already  in  it  and  will  not  accept 
a  retroactive  entry  fee,  especially  one  which  has  a  hoary  history  linked 
to  protectionism  (the  Cost  Equalization  Act  of  the  D.S.  and  similar 
measures  in  the  U.K.  and  other  countries).  This  is  especially  so  since, 
in  Europe,  some  proponents  of  the  social  clause  are  more  vocally 
interested  in  protecting  domestic  markets  from  the  threat  of  low-cost 
imports  under  globalization,  than  in  the  U.S.  where  there  is  a  more 
genuine  interest  in  advancing  workers'  rights. 

Nor  would  it  be  desirable  to  turn  the  G6TT  into  a  labor  rights 
organization,  a  role  for  which  it  is  ill-equipped  and  which  woiild  require 
an  entirely  new  structure.  Again,  it  is  doubtful  if  the  U.S.  could  rally 
many  other  developed  countries  to  such  a  position. 

Taking  up  the  matter  in  the  ILO  would  be  no  more  successful  now 
than  in  previous  years.  The  tripartite  voting  structure  of  that 
organization  would  block  such  a  move  just  as  would  the  voting  rules  in 
the  GATT.  The  TUO  modus  on^rf^'^fl-^  is  based  or.  the  promulgation  of 
international  conventions  freely  accepted  (ratified)  by  the  members  and 
the  elaborate  supervisory  machinery  is  based  on  "sunshine  not  sanctions." 
It  is  not  likely  that  this  could  be  chanced.  Nor  would  it  be  productive 
or  in  the  interests  of  the  United  States  to  build  on  the  detailed  corpus 
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of  HiO's  international  labor  legislation  which  it  could  not  its«lf 
accept-  i 

The  strategy  suggested  builds  on  a  number  of  elements: 

First,  the  precedent  in  the  United  States  of  enforcing 
workers'  rights  by  withdrawing  unilateraHy-granted  trade  benefits  such 
as  GSP. 

What  will  bring  developing  countries  to  the  table  to  accept  that 
their  legislation  and  practice  vrith  respect  to  workers'  rights  in  some 
way  be  related  to  the  benefits  they  derive  from,  the  trading  system.  As 
was  pointed  out  above,  the  rules  and  voting  structure  of  the  GRIT  deprive 
the  n.S.  and  other  developing  countries  of  any  leverage  on  this  issue  in 
that  organization.  The  proposal  is  made  here  that  the  first  requirement 
is  for  the  U.S.  to  convince  the  Chiad  countries  and  others  who  grant  GSP 
to  make  it  a  condition  of  continued  GSP  that  recipient  countries 
negotiate  on  and  accept  the  obligations  to  assure  certain  basic  workers' 
rights  defined  in  a  social  charter  out"!  ined  below  and  adopt  the  necessary 
implnipnt-inq  legislation.  In  other  words,  the  United  States  would  not  be 
the  only  country  to  have  such  a  labor  rights  provision  in  its  GSP  law. 

Recognizing  that  a  number  of  our  developed  country  trading  partners 
might  resist  this  step,  even  though  it  would  be  entirely  legal  under 
6&TT,  on  the  grounds  that  it  might  provoke  a  major  North/South  cleavage, 
it  would  be  necessary  as  part  of  the  process  for  the  Quad  and  other  GSP 
countries  to  agree  to  offer  a  considerable  sweetening  of  the  GSP  by,  for 
exan5)le,  reducing  the  exceptions  list  or  tightening  the  criteria  for 
"graduation."  In  other  words,  the  basic  bargain  outside  the  GftIT  is  an 
enhanced  multilateral  GSP  but  one  that  is  conditional  on  adherence  to  and 
implfegifentation.  of  a  World  Charter  on  Workers'  Rights. 

Second,  the  proposal  of  the  ICFTO  World  Charter  on  Workers'  Rights 
( Social  Charter) ♦ 

This  charter  would  identify  and  define  the  main  workers'  rights  to 
be  covered  by  the  arrangement.  The  first  task  in  negotiating  the  charter 
would  be  to  identify  the  basic  rights  standards  that  would  be  included. 
There  are  differences  between  what  the  U.S.  has  considered  to  be  these 
rights  under  its  trade  law  and  what  the  ILO  has  so  considered.  The  U.S. 
and  ILO  both  consider  freedom  of  association,  the  right  to  organize  and 
collective  bargaining,  and  the  prohibition  of  forced  labor,  to  be  basic 
rights.  The  ZLO  would  add  discrimination,  equal  reimineration  and 
employment  policy.  The  U.S.  would  add  minimum  age  of  eH5>loYnient  and 
minimum  wages  of  work  and  occupational  safety  and  health.  However,  both 
child  labor  and  occupational  health  conventions  have  low  numbers  of 
ratifications.   The  ZLO  has  never  been  able  to  define  a  min'irmiTn  wage. 

Following  the  identification  of  which  rights  should  be  included  in 
the  Social  Charter,  the  next  difficult  step  is  the  negotiation  of  the 
definition  of  each  right.  Such  definitions  would  be  sufficiently  general 
to  cover  both  developed  and  developing  countries  and  constitute  as  it 
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w«re  the  "essence"  of  each  right.  Being  a  statement  of  principles  rather 
than  R  legal  teact,  the  actions  under  the  enforcsniant  provisions  would  be 
more  political  than  judicial  in  nature. 

It  should  be  stressed  that  negotiating  both  the  identification  and 
the  detailed  definition  of  these  rights  will  not  be  easy.  The  E.C.  was 
not  able  to  negotiate  such  a  statement  with  the  Yaounde  countries,  but 
the  U.S.  was  able  (after  seme  difficulty)  to  negotiate  one  sentence 
"guiding  principles"  for  such  rights  in  the  case  of  KRFTA  side  agreement. 
These  principles  were  unrelated  to  the  details  and  language  of  ILO 
convention,  and  might  be  a  model  for  the  new  charter. 

Nevertheless,  if  the  requirements  listed  above  are  to  be  met,  there 
is  no  alternative  to  establishing  such  a  charter  in  a  negotiation  among 
developing  and  developed  countries.  fi.tte!i?>ting  to  dictate  such  a  charter 
to  developing  countries  would  be  a  failed  and  foolish  enterprise. 

Three  interrelated  questions  remain:  Where  would  such  a  charter 
be  negotiated?  Should  it  be  negotiated  by  governments  only  or  on  a 
tripartite  basis?  What  relationship  should  such  a  charter  have  to  ILO 
conventions? 

The  ICFTU,  seeking  to  have  it  both  ways,  sees  the  charter  as  an 
introduction  or  transition  to  ratification  of  ILO  conventions.  They  have 
resisted  reform  of  ILO  standard  setting  and  the  revision  of  ILO  standards 
to  make  them  more  cctn^atible  with  today's  eiphssis  on  job  creation  and 
competitiveness.  Yet  they  see  the  charter  as  linked  to  ILO  conventions. 
Such  a  link  is  neither  obvious  nor  necessary,  and,  from  a  U.S.  point  of 
view,  it  would-  be  counterproductive.  It  should  be  totally  ruled  out- 
•  If  such  a  position  is  criticized  as  weakening  the  structure  of  ILO 
'standards,  so  be  it.  Indeed,  the  negotiation  of  a  charter  might  force 
greater  flexibility  and  sense  in.  the  ILO  process.  Neither  U.S.  en^jloyers 
nor  the  U.S.  Government  nor,  for  that  natter,  U.S.  labor  should  bemoan 
that  effect. 

As  to  the  first  two  questions,  in  reverse  order  there  would  be 
merit  in  a  tripartite  negotiation  since  it  is  the  labor  unions  which  are 
pushing  for  this  issue  and  therefore  the  ILO  is  a  logical  venue  for  such 
an  ad  hoe  negotiation.  It  has  established  lebor  and  employer 
representatives  and  the  machinery  and  precedents  to  organize  it. 

Thig  arrangement  would  not  be  perfect.  None  of  the  tripartite 
parties  in  the  ILO  has  trade  experience  and  so  the  mandate  of  this 
negotiation  should  be  strictly  limited  to  identifying  and  defining  the 
basic  rights.  Furthermore,  trade  unions,  most  governments,  and  some 
employers  representatives  will  have  an  institutional  vested  interest  in 
the  closest  possible  Identification  of  the  chai-ter  with  ILO  standards 
end,  as  will  be  discussed  below,  with  the  ILO  machinery.  It  is  difficult 
to  see  how  this  can  be  avoided  even  if  the  Quad  or  G-7  were  to  order  a 
free  standing  negotiation.  The  only  thing  that  can  be  done  is  to  have 
clear  terms  of  reference  dictated  by  the  Quad  or  the  G-7 . 
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Third,  the  proposal  of  the  ICFTU  to  establish  tripartite  panels 
patteme<3  on  the  Freedom  of  Association  Conroittfee  of  the  ILO  to 
adjudicate  cases  brought  on  violations  of  each  right. 

Every  country  member  of  the  HO,  whether  or  not  it  has  ratified  the 
applicable  convention,  is  subject  to  the  jurisdiction  of  the  Freedom  of 
Association  Committee  of  the  ILO  Goveminc  Body.  This  is  a  tripartite 
coiiunittee  with  a  rich  experience  of  dealing  with  coii5>lainfcs  brought 
against  countries  for  violating  this  basic  worker  right — ^perhaps  the  most 
important  one  for  trade  unions  end,  in  some  countries,  for  en^loyers' 
organizations.  Over  the  years,  e  certain  amount  of  "jurisprudence"  has 
developed,  but  the  Committee,  for  the  most  part,  is  not  overly  legalistic 
and  generally  deals  with  the  heart  of  the  issue.  The  ICFTU 's  suggestion 
to  emulate  this  model  for  the  other  basic  rights  defined  in  the  charter 
makes  sense,  provided  that  the  terros  of  reference  of  the  committees  limit 
them  to  examining  the  application  of  general  principle  in  the  general 
orientation  of  countries '  law  and  practice  and  not  in  specific  provisions 
of  legislation.  The  proposal  would  give  the  ecployers  a  voice  and  is 
best  ceilculated  to  assure  all  countries  and  interests  of  impartiality  and 
disinterestedness.  This  paper  leaves  open  the  question  of  where  these 
committees  are  to  be  housed.  The  obvious  place  for  tripartite  committees 
dealing  with  workers'  rights  would  be  in  the  ILO,  but  they  should  not  be 
integrally  linked  thereto  for  the  reasons  stated  above. 

Fourth,  the  precedent  of  KSFTS.  that  the  role  of  the  supervisory 
machineLry  as  described  above  is  to  establish  whether  there  exists  a 
persistent  pattern  of  nonenforcement  of  domestic  laws  relating  to  the 
charter's  defined  rights. 

Adherence  to  the  charter  would  be  voluntary.  It  would,  of  course, 
have  been  negotiated  by  a  representative  tripartite  working  party  of 
developed  and  developing  countries.  Adherence  would  carry  with  it  the 
obligation  to  enact  and  enforce  domestic  legislation  and  the  KAFTA 
precedent  would  limit  conglair'ts  brought  to  the  supervisory  machinery  of 
a  "persistent  pattern,"  etc.,  not  to  isolated  cases  as  are  brought  to  the 
UiO's  FreedcTO  of  Association  Comrittee. 

Fifth,  the  suggestion  of  the  ICFTU,  the  practice  of  ILO  and  the 
intention  of  NAFTA  that  when  such  a  "persistent  pattern"  exists  the  first 
remedy  after  ftyhortation  should  be  technical  cooperation.  In  other 
words,  the  precedents  of  HO  should  be  used  prior  to  consideration  of 
sanctions . 

Sixth,  the  ul'*'^"F'='te  •t-h-reat  of  sanctions  should  be  patterned  on 
NAFTA.  It  would  be  desirable  if  countries  adhering  to  the  charter  should 
agree  to  follow  the  pattern  of  NAFTA  and  agree  to  pav  monetary  fines  if 
the  exhorta.tioiis  and  technical  cooperation  fail  and  the  tripartite  panels 
continue  to  find  a  "persistent  pattern."  As  in  the  case  of  NAFTA,  the 
use  of  trade  sanctions  should  be  the  last  resort  if  an  offending  country 
refuses  to  pay  the  fine  and  persists  in  its  action.  At  that  point,  the 
trade  sanction  should  be  the  withdrawal  of  GSP  on  trade  PTnnxmtinc  to  a 
previously  agreed  ;^rTW%un.t  (as  was  pi  so  done  in  NAFTAK 
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The  difference,  of  coiirse,  would  be  that  this  action  would  be 
similtaneously  applied  by  all  GSP  donor  countries  and  the  impact 
consequently  much  greater.  And  it  will  have  been  take  pursuant  to  the 
recommendation  of  an  impartial  nniltilateral  tripartite  panel. 

Other  machinery  could  be  added.  For  exan^sLe,  a  conference  of  the 
signatories  of  the  charter  to  approve  the  acrion  by  a  vote  (to  be 
determi  ned) . 

Conclusion 

The  above  arrangement  will  not  be  easy  to  negotiate  given  the  long 
association  of  the  social  clause  with  protectionist  objectives.  It  would 
have  to  be  negotiated  first  in  the  Caad  where  other  countries  must  be 
convinced  that  the  objective  of  adding  carrots  and  sticks  to  GSP  for  the 
purpose  of  advancing  workers'  rights  is  worth  risking  their  domestic 
interests  that  will  be  adversely  affected  and  provoking  confrontation 
with  developing  countries. 

It  would  then  have  to  be  sold  to  the  LDCs  thanselves  which 
individually  have  not  yet  raised  a  massive  protest  against  the  U.S. 
unilateral  system,  but  would  probably  not  react  with  enthusiasm  to  this 
major  new  condition  on  GSP  by  all  donors.  They  have  come  to  regard  GSP 
as  their  right.  They  have  resented  "graduation"  and  would  consider  such 
an  action  a  major  upheaval  of  the  North/ South  balance  in  trade  policy. 
Thus,  even  though  they  would  have  no  legal  basis  for  opposing  it,  there 
must  be  some  incentive  to  bring  them  to  the  bargaining  table  (i.e.,  the 
proposed  "sweetening"  of  the  GSP  system) . 

Finally,  such  an  arrangement  might  ver^'  we3-l  be  resented  and 
resisted  by  the  entrenched  bureaucracy  of  the  ILO  and,  indeed,  of  the 
ICt'TU  which  has  been  its  main  support.  Even  though  a  number  of  ideas 
have  been  borrowed  from  ICFTO,  the  conservative  elements  in  both  ILO  and 
ICFTD  would  see  such  a  scheme  as  undercutting  the  ILO  and  setting  up 
parallel  machinery  alongside  it. 

However,  the  choice  is  clear.  If  the  notion  of  applying  some  bite 
to  the  advancement  of  workers'  rights  is  to  get  anywhere,  a  strategy  to 
advance  this  objective  must  steer  clear  of  the  legal  quagmires  of  both 
GMT  and  ILO.  The  political  difficulties  of  pursuing  the  above  strategy, 
woiild  be  challenge  enough  without  encountering  iroossible  constitutional 
obstacles  defended  fiercely  by  entrenched  interests- 
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Attachment  to  prepared  statement  of  Ambassador  Katz 
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Regardless  of  whether  one  favors  or  opposes  linking  international  trade  with 
improvement  in  workers  rights  around  the  world,  the  fact  is  that  the  issue  is  firmly  in 
place  on  the  post-Uruguay  Round  agenda,  (though  its  institutional  implications  are  not 
yet  entirely  certain).  This  paper  begins  by  examining  a  bit  of  the  history  of  this  issue, 
then  looks  at  some  of  the  U.S.  and  European  ideas  which  have  been  floated  recently  to 
deal  with  it  and  concludes  with  comments  focusing  on  the  objectives  being  sought,  the 
problems  involved  in  using  trade  action  to  achieve  them  and  some  suggestions  for 
further  work  in  various  institutions,  including  alternatives  to  the  use  of  the  GATT/WTO 
mechanism  as  the  vehicle  of  choice. 


History 


As  those  promoting  the  case  for  linkage  never  tire  of  reminding  us,  this  is  not  by 
any  means  a  new  issue.   They  usuaUy  go  back  at  least  to  the  Versailles  conference  of 
1919  which  established  the  International  Labor  Organization  charged  with  the  task  of 
promulgating  international  labor  standards.  Though  the  conventions  embodying  these 
standards  do  not  become  legaUy  binding  for  a  state  until  ratified  by  it.  Article  33  of  the 
ELO  Charter  does  contain  provisions  for  "sanctions."   However,  the  only  effective 
recourse  to  the  use  of  economic  sanctions  is  through  a  decision  of  the  ILO  Governing 
Board  pursuant  to  a  judgment  by  the  International  Court  of  Justice.   Sanctions,  in  fact. 
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have  never  been  applied. 

Actually,  the  history  of  the  relationship  between  domestic  labor  standards  and 
trade  goes  back  to  the  early  19th  Century,  and  surfaces  periodically  throughout  the 
century  preceding  Versailles.   Towards  the  end  of  the  19th  century,  the  cause  was  also 
taken  up  in  the  U.S.  with  the  enactment  of  a  law  in  1890  banning  the  importation  of 
goods  made  using  prison  labor.    (This  was,  of  course,  subsequently  replicated  in  the 
GATT— Article  XX(e)— along  with  other  U.S.  legislative  requirements  dating  from  this 
general  era-the  countervailing  duty  law,  for  example). 

The  idea  of  enforcement  of  workers  rights  through  trade  sanctions  got  its  first 
major  international  boost  in  the  20th  century  through  the  ITO  Charter.   Article  7 
provided  that  "on  matters  relating  to  labor  standards  that  may  be  referred  to  the 
Organization  in  accordance  with  the  provisions  [on  dispute  settlement]",  the  ITO  shall 
consult  with  the  ILO.   Some  commentators  have  argued  that  linking  observance  of 
workers  rights  (at  least  as  embodied  in  ILO  conventions)  with  ITO  dispute  settlement 
processes  effectively  establishes  the  legitimacy  of  using  trade  sanctions  to  enforce  those 
rights.   However,  apart  from  the  fact  that  the  ITO  was  never  ratified,  the  argument  is 
weak  on  other  grounds,  as  will  be  discussed  later. 

The  next  (again  unsuccessful)  U.S.  effort  to  address  the  issue  in  the  GATT  was 
during  the  Eisenhower  administration.   More  recently,  the  U.S.  also  tried  to  get  a  GATT 
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working  party  established  when  the  Uruguay  Round  was  launched  in  1986  and,  of 
course,  the  1988  Trade  Act  mandated  one  of  many  U.S.  negotiating  objectives  to  be  the 
adoption  of  a  new  GATT  principle  that  denial  of  workers  rights  not  be  a  means  of 
gaining  competitive  advantage.   The  current  Administration  cites  this  as  one  of  the  main 
reasons  for  its  renewed  effort  in  the  GATT,  which  is  fair  enough.   However,  it  overlooks 
the  fact  that  other  Congressionally  mandated  negotiating  objectives  were  also  not 
achieved  in  the  Round  and  have  not  received  quite  as  much  effort  as  has  this  one. 

But  enough  history.   What  do  the  two  main  players-the  U.S.  and  E.U.-propose 
to  do  about  the  issue  in  the  months  ahead? 

U.S.  Ideas 

It  is  a  bit  difficult  to  get  a  handle  on  exactly  what  the  U.S.  wants.   As 
Ambassador  Kantor  has  put  it  "what  we  are  trying  to  do,  of  course,  is  to  tie 
internationally  recognized  labor  standards  to  trade."   However,  this  begs  more  questions 
than  it  answers.   For  example, 

1)         Exactly  which  "internationally  recognized"  labor  standards  are  involved? 
"Recognized"  by  whom? 
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2)        What  exactly  is  the  purpose  of  the  "tie"?   Is  it  mainly  an  academic  exercise, 
designed  to  show  there  is  a  link  and  draw  some  conclusions  about  it?   Or 
is  it  to  establish  that  failure  to  enact  or  enforce  such  standards  should  be  a 
new  reason  to  take  import  restrictive  action  under  GATT  rules? 

While  Kantor  has  not  been  entirely  clear  in  answering  these  questions,  other 
more  concrete  proposals  have  surfaced.   For  example,  Congressman  Gephardt  has 
promised  (but  so  far  not  delivered)  a  bUl  to  estabhsh  a  new  "blue"  301  authority. 
Though  failure  to  enforce  workers  rights  is  already  a  cause  of  action  under  Section  301, 
the  assumption  is  that  Gephardt's  proposal  is  to  "give  it  more  teeth"  (e.g.,  set  up  a 
process  analogous  to  Special  301  whereby  the  government  would  be  required  to  identify 
the  more  egregious  offenders  and  initiate  301  action  under  a  fixed  schedule  that  would 
ultimately  lead  to  sanctions). 

More  concretely,  Gephardt  and  Congressman  Richardson  have  introduced  a  bill 
(H.R.  4375)  which  would  set  up  a  modified  form  of  fast  track  rules  for  considering  a 
prospective  free  trade  agreement  with  Chile,  but  only  if  the  Rules  Committees  of  both 
Houses  agreed  that  the  agreement  itself  (not  any  hypothetical  side  agreement)  contained 
provisions  on  the  environment  and  workers  rights,  including  "dispute  resolution 
mechanisms  to  enforce  effectively"  such  provisions.  The  rights  in  question  would  be 
those  specified  in  U.S.  GSP  legislation:    right  of  association;  right  to  organize  and 
bargain  collectively;  prohibition  on  the  use  of  forced  labor;  a  minimum  age  for 
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employment  of  chfldren;  acceptable  working  conditions  regarding  minimum  wages, 
working  hours  and  occupational  safety  and  health  in  the  work  place.   Though  such 
legislation  could  probably  pass  the  House,  Senate  approval  is  more  problematic. 
However,  it  should  leave  little  doubt  that  there  is  wide-spread,  if  not  yet  majority, 
support  in  Congress  for  the  use  of  trade  sanctions  to  enforce  our  concepts  about 
acceptable  labor  standards. 

Perhaps  the  most  articulate  formulation  of  the  Administration's  approach  was 
given  in  a  recent  address  by  Labor  Secretary  Reich  at  an  April  25  symposium  on 
international  labor  standards.   Reich  recognized  that,  beyond  a  short  list  of  "core" 
standards  (e.g.right  of  association,  collective  bargaining,  child  and  forced  labor),  "it  is 
inappropriate  to  dictate  uniform  levels  of  working  hours,  minimum  wages,  benefits  or 
health  and  safety  standards.  The  developing  countries'  insistence  that  they  must  grow 
richer  in  order  to  afford  [high]  standards-and  that  they  must  trade  in  order  to  grow 
richer-is  essentially  correct." 

However,  he  went  on  to  insist  that  countries  with  high  standards  have  a  legitimate 
interest  in  assuring  that  standards  in  developing  countries  in  fact  do  improve  as  they 
grow  richer,  and  he  proposed  a  two  part  test  to  determine  that.   His  conclusion  was  that: 

"Where  there  are  reasonably  robust  democratic  institutions,  we  can  presume  that 
labor  conditions  reflect  what  the  country  can  afford  given  its  level  of 
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development.    [For  other  countries]  trends  in  labor  standards  and  economic 
inequality  offer  a  second  sort  of  metric.If  a  country  lacks  democratic  institutions 
and  fails  to  disseminate  the  benefits  of  growth,  others  might  conclude  that  low 
standards  are  due. ..to  political  choices..." 

In  the  latter  case,  Reich  offered  three  principles  to  guide  pohcy: 

1)  Any  intervention  should  be  authorized  and  implemented  multilaterally. 

2)  There  should  be  a  "menu"  of  possible  responses,  ranging  from  technical 
assistance  up  to  sector-specific  or  general  trade  restrictions. 

3)  Action  that  fails  to  effect  change  is  a  waste  of  time. 

Which  of  these  ideas,  or  some  other  variant,  will  eventually  be  put  forward  as 
formal  U.S.  pohcy  is,  of  course,  anybody's  guess. 

EU  Ideas 

The  most  current  European  suggestions  are  those  in  a  paper  prepared  by  Leon 
Brittan  and  approved  by  the  EU  Commission  in  late  March.  The  paper  sets  forth  the 
proposition  that  E.U.  action  "in  the  field  of  external  relations"  to  pursue  social  pohcy 
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objectives  is  legitimate  and  embodied  in  various  EU  legal  instruments.   However,  it 
rejects  the  idea  (which  seems  to  dominate  most  American  thinking)  that  such  action 
should  be  focused  mainly  on  trade  and  in  the  WTO.    In  fact,  the  Brittan  paper  lays 
heavy  emphasis  on  action  in  the  ILO  and  in  support  of  implementation  of  various  core 
ILO  conventions. 

In  that  regard,  the  paper  goes  on  to  discuss  a  key  point  that  is  glossed  over  in  the 
U.S.  rhetoric  about  "internationally  recognized"  workers  rights.   The  Brittan  paper 
stresses  that  "it  would  be  necessary,  in  order  to  serve  as  a  reference  in  E.U.  external 
relations,  for  ILO  conventions  to  be  ratified  both  by  us  and  the  third  country 
concerned." 

Recognizing  that  this  may  not  often  be  the  case,  the  paper  suggests  other 
alternatives,  including  making  a  country's  practices  on  labor  rights  a  subject  for 
surveillance  under  the  WTO's  Trade  Policy  Review  Mechanism.   "It  would  also  be 
possible  to  create  a  workers  rights  Code,  of  the  sort  now  in  place  for  intellectual 
property,  so  that  breaches  of  ILO  conventions  [emphasis  added]  became  subject  to 
multilateral  dispute  settlement-.In  the  multilateral  field,  sanctions  are  possible  only  after 
a  multilateral  finding  that  a  country  has  faUed  to  meet  its  obUgations  and  has  refused  to 
conform  to  an  adverse  judgment...Sanctions  would  form  part  of  a  multilateral  code  on 
workers  rights"  but,  again,  the  implication  is  that  the  Code  would  be  grounded  in  ILO 
Conventions  accepted  by  all  the  parties. 
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The  concepts  in  the  Brittan  paper  are  recognized  as  controversial  and  may  well 
not  be  agreed  by  some  E.U.  members.  In  the  absence  of  that  agreement,  the  ideas  it 
offers  are  not  yet  official  E.U.  policy. 

Critique  and  Alternatives 

Despite  the  elaborate  justification  and  appeals  to  history,  the  arguments  of 
advocates  of  the  use  of  trade  sanctions  to  enforce  labor  rights  really  boil  down  to  just 
two  main  issues. 

The  first  is  whether  the  denial  of  rights  does  in  fact  confer  a  competitive 
advantage  on  either  a  nation  or  its  enterprises  against  which  it  would  be  reasonable  for 
GATT  rules  to  authorize  a  response  through  the  withdrawal  of  trade  concessions.  The 
second  is,  if  the  answer  to  the  first  question  is  yes,  is  there,  or  is  there  likely  to  be,  an 
international  consensus  on  a  set  of  labor  standards  which  all  WTO  parties  would  be 
legaUy  obhged  to  adopt  and  observe.   This  is  an  essential  element,  because  nothing  less 
than  failure  to  observe  a  legaUy  binding  obligation  could  justify  the  withdrawal  of  a 
legally  binding  trade  concession  under  either  GATT  or  WTO  rules. 

As  to  the  first  issue,  most  of  us  in  the  business  community  believe  that,  as  a 
general  principle,  the  denial  of  workers  rights,  apart  from  the  use  of  prison  labor  to 
produce  goods  for  export,  does  not  confer  a  competitive  advantage,  either  on  countries 
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or  companies.   In  fact,  the  weight  of  both  evidence  and  experience  suggests  that  the 
higher  the  level  of  such  standards,  the  more  competitive  and  prosperous  is  a  society  or 
its  enterprises  which  compete  in  the  global  economy.   Since  we  see  no  prima  facie 
evidence  that  low  or  denied  standards  endow  a  competitive  advantage,  there  is  no  reason 
to  suppose  that  failure  to  enact  or  enforce  such  standards  creates  trade  or  market 
distortions.  -  • 

Now,  we  are  willing  to  have  that  conclusion  tested  by  rigorous,  objective  analysis 
in  an  institution  competent  to  do  the  job.    In  our  view,  however,  the  GATTAVTO  is  not 
the  right  institution.   The  analytical  capability  of  the  GATT  Secretariat,  even  after 
transformation  into  the  WTO,  will  remain  skeletal  at  best.   When  an  issue  is  raised  in 
the  GATT,  it  is  because  there  is  a  need  for  analysis  which  will  lead  to  a  conclusion 
about  whether  there  is  a  need  to  change  or  clarify  GATT  rules.   While  the  GATT 
Secretariat  is  competent  to  assist  member  countries  in  elaboration  or  enforcement  of 
GATT  rules,  it  is  simply  not  equipped  to  do  independent  analysis  of  the  theory  and 
consequences  of  linkage  as  an  academic  exercise.    It  is  obvious  that  most  developing 
countries  understand  that  giving  a  mandate  to  the  GATT  implies  a  need  for  new  rules, 
which,  of  course^is  why  they  are  so  opposed  to  doing  it  at  all. 

This  leads  to  the  question  of  what  the  purpose  of  this  exercise  really  is. 


104 


--   If  analysis  is  the  objective~for  example,  to  test  the  vaUdity  of  the  thesis  that 
low  standards  create  competitive  advantage--the  OECD  would  be  a  much  better 
institution.    Its  analytical  strength  and  resources  are  focused  on  those  countries 
which  are  thought  to  suffer  the  competitive  disadvantage  and  which  are  the  home 
of  most  of  the  companies  which  trade  and  invest  internationally.   It  is  ideally 
placed  for  such  a  project. 

—  If  improvement  of  workers  rights  around  the  world  is  the  objective,  (rather 
than  just  to  establish  a  link  to  trade)  the  proper  institution  would  be  the  ILO, 
reinvigorated  by  determined  and  focused  U.S.  leadership. 

"   Only  if  the  objective  is  to  change  GATT  rules  to  permit  trade  sanctions  to 
enforce  higher  standards  would  GATT  be  the  right  forum.   However,  that  raises 
the  second  question  referred  to  above.   There  is,  in  fact,  no  broad  based 
international  consensus  on  legally  binding  standards. 

This  is  evidenced  by  the  fact  that  we  in  the  U.S.  have  found  it  impossible  to  ratify 
most  of  those  ILO  conventions  deahng  with  what  we  think  of  as  the  most  basic  worker 
rights,  including  freedom  of  association,  the  right  to  strike,  child  labor  or  even  one  of  the 
two  on  prison  labor.*   The  reasons  vary  in  each  case,  but  the  underlying  reahty  is  that 
these  conventions-which  it  must  be  emphasized  are  the  only  legally  binding  labor 
*   See  summary  on  ratification  status  attached  at  Annex  1. 
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standards  that  can  claim  even  remotely  to  be  "internationally  recognized"-are  simply 
contrary  to  U.S.  law  or  practice.   Many  of  these  conventions  are  based  on  European 
legal  concepts,  such  as,  for  example,  vesting  many  workers  rights  in  labor  organizations 
rather  than  in  the  workers  themselves.   They  conflict  with  our  approach  and  are 
therefore  not  acceptable.    Until  that  basic  situation  changes,  there  is  very  little  possibihty 
of  a  future  international  consensus  on  legally  binding  obligations  which  would  justify 
withdrawal  of  legally  binding  GATT  rights  for  failure  to  enforce. 

Some  advocates  of  this  pohcy  maintain  that  we  need  not  use  ILO  Conventions  as 
the  standards  to  be  enforced.   They  propose  instead  the  negotiation  of  a  simpler  set  of 
principles,  (for  example,  as  contained  in  Annex  A  to  the  North  American  Agreement  on 
Labor  Cooperation).   However,  this  suggestion  finesses  a  key  point:   the  NAFTA 
agreement  only  requires  that  countries  enforce  their  own  laws  implementing  the  core 
pjinciples.   Further,  a  judgment  that  a  party  has  shown  "a  persistent  pattern"  of  failure  to 
enforce  only  calls  forth  trade  sanctions  if  the  party  refuses  to  pay  a  previously  agreed 
"monetary  assessment,"  and  the  sanctions  are  limited  to  collecting  the  amount  assessed. 
Absent  an  agreement  on  what  would  constitute  an  agreed  standard,  a  dispute  resolution 
panel  could  only  assess  whether  a  nation  was  failing  to  implement  its  own  laws-not 
internationally  agreed  laws.    Further,  without  agreement  among  all  parties  about  the 
penalty  for  failure  to  enforce  one  own  laws,  there  would  be  no  justification  under 
GATTAVTO  rules  to  take  import  restrictive  action  against  the  accused  country.   This  is 
essentially  why  the  NAFTA  countries  eventually  accepted  the  logic  of  monetary 
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assessments.   For  practical  purposes,  therefore,  the  only  other  option  for  the  use  of 
trade  sanctions  is  unilateral  action.  ; 

The  problem  with  unilateral-or  at  least  not  widely  agreed-action  is  that,  even  if 
there  were  widespread  agreement  that  low  standards  constituted  an  unfair  trade  practice, 
it  would  be  impossible,  in  any  meaningful  sense,  to  quantify  the  effects  on  trade  of 
differences  among  countries  in  either  standards  or  enforcement.  Thus,  any  trade 
restriction  purely  to  punish  would  be  arbitrary  and  subject  to  endless  international 
htigation  leading  to  a  cycle  of  retaliation  and  counter  retaliation  when  the  trade  action 
resulted  in  breaching  a  GATT  rule  or  binding.   Only  if  the  enforcement  action  did  not 
involve  GATT  bindings-for  example,  the  withdrawal  of  a  unilaterally-granted  privilege 
such  as  GSP--could  this  problem  be  avoided.   But  if  that  were  the  case,  there  would  be 
no  need  to  study  the  issue  in  the  GATT/WTO.   Again,  other  vehicles  for  international 
(discussion  would  be  both  better  suited  and  ahnost  certainly  more  productive. 

This  is  not  to  argue  that  efforts  to  improve  workers'  rights  around  the  world 
should  not  be  pursued.   It  is  only  to  show  that  the  GATT  is  the  wrong  place  to  do  it, 
and  that  use  of  trade  measures  to  sanction  poor  performance  is  discriminatory  against 
private  parties,  disproportionate,  counterproductive  and  unworkable. 

Alternatives  open  to  the  United  States  include  developing  a  more  thoughtful  and 
concerted  strategy  for  utihzing  the  ILO  which  is  constitutionally  charged  with  this  task. 
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Impatience  with  the  record  of  its  performance,  which  in  fact  has  been  considerable 
overall,  does  not  justify  collapsing  the  workers'  rights  issue  into  the  trade  area  with  the 
clear  danger  of  undermining  the  impressive  achievement  of  GATT/WTO  in  the  area  of 
trade  pohcy  and  trade  liberalization.   The  issue  of  improving  workers  rights  is  being 
intensely  debated  on  a  tripartite  basis  in  the  ILO  and  needs  to  be  resolved  there,  not  in 
the  GATT/WTO. 

Rather  than  pursue  international  concurrence  in  the  use  of  trade  sanctions  as  the 
enforcement  instrument  of  choice,  the  U.S.  might  try  to  build  on  the  concept  in  the 
NAFTA  agreement  on  labor  cooperation  discussed  above.   At  least  in  the  first  instance, 
this  system  avoids  penalizing  private  parties  for  actions  from  which  they  derive  no 
significant  benefit,  for  which  they  are  not  responsible  and  over  which  they  have  no 
effective  control.   Furthermore,  ELO  machinery  and  practices  concerning  consideration 
pi  complaints  and  concihation  may  offer  an  appropriate  vehicle  for  such  a  regime  of 
assessments  as  a  last  resort,  with  the  use  (if  any)  of  trade  measures  to  assure  collection 
of  any  fines  subject  to  GATT  rules  to  be  agreed. 

Finally,  to  the  extent  that  the  U.S.  believes  it  must  retain  greater  national 
flexibiUty  to  deal  with  these  problems,  it  should  be  limited  to  withdrawal  of  unilaterally 
conferred  benefits.    It  might  also  explore  with  other  GSP  donor  countries  the  potential 
scope  for  working  cooperatively  together  to  offer  both  GSP  carrots  and  sticks  to 
promote  higher  standards  for  workers  rights  among  GSP  recipient  countries  (a  concept 
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which  is  also  alluded  to  in  the  Brittan  paper).  Though  the  practice  of  withdrawal  of 
GSP  benefits  is  regrettable,  it  at  least  does  not  risk  undermining  the  trading  system  and 
unnecessarily  burdening  U.S.  commerce  in  the  way  that  an  attack  on  GATT  rules  would. 
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ANNEX  1 


Ratification  status  of  major  trading  partners  for  ILO  Conventions 
referred  to  in  point  1  of  Secretariat  note 


Source:  Ratification  list  by  Convention  and  by  country  at  31  December  1993,  IntcmationaJ  Labour  Organisation 


1.  Convention  S  on  minimum  age  (industry)  C1919')*: 

not  ratified  by  Germany,  Italy  or  Portugal 

nullified  because  of  ratification  of  Convention  138  by  Belgium,  Spain,  France,  Greece, 

Ireland,  Luxembourg  and  the  Netherlands 

ratified  by  Japan  but  not  by  the  United  States  or  Canada 

came  into  force  on  13  June  1921 

2.  Convention  138  on  minimum  age  C1973')*: 

not  ratified  by  Portugal,  Denmark  or  the  United  Kingdom 
not  ratified  by  Japan,  Canada  or  the  United  States 
came  into  force  on  19  June  1976 

3.  Convention  29  on  forced  labour  (1930)*: 

ratified  by  all  EU  Member  States 

ratified  by  Japan  but  not  by  the  United  States  or  Canada 

came  into  force  on  1  May  1932 

4.  Convention  105  on  abolition  of  forced  labour  ('1957')*: 

ratified  by  all  EU  Member  States 

ratified  by  Canada  and  the  United  States  but  not  by  Japan 

came  into  force  on  17  January  1959 

5-  Convention  111  on  discrimination  (empiovment  and  profession  (1958): 

not  ratified  by  the  United  Kingdom,  Luxembourg  or  Ireland 
ratified  by  Canada  but  not  by  the  United  States  or  Japan 
came  into  force  on  15  June  1960 

6-  Convention  155  on  health  and  safety  of  workers  (1981): 

ratified  by  Spain,  the  Netherlands  and  Portugal 
not  ratified  by  Canada,  the  United  States  or  Japan 
came  into  force  on  1 1  August  1983 


ILO  Conventions  expliciUy  cited  in  European  Parliament  (Sainjon)  repon  for  inclusion  in  a  social  clause 


no 


7'     Convention  87  on  freedom  of  association  and  protection  of  trade  union  law  ClQaa)* 
ratified  by  all  EU  Member  States 
ratified  by  Canada  and  Japan  but  not  by  the  United  States 
came  into  force  on  4  July  1950 

8.     Convention  98  on  right  of  organisation  and  to  negotiate  coUectivelv  n949'>*: 
ratified  by  all  EU-Member  States 
ratified  by  Japan  but  not  by  Canada  or  the  United  States 
came  into  force  on  18  July  195 1 
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Economic  Policy  Institute 

1730  RHODE  ISLAND  AVENUE,  NW  •  SUITE  100  •  WASHINGTON,  DC  20036  •  202/775-8810  •  FAX  202/775-0819 


HOUSE  OF  REPRESENTATIVES 
Subcommittee  on  International  Development, 
Finance,  Trade  and  Monetary  Policy,  of  the 
Committee  on  Banking,  Finance  and  Urban  Affairs 
Statement  of 
Jerome  I .  Levinson 
June  28,  1994 
Mr  Chairman  and  Members: 

President  Clinton  has  observed  that,  "as  we  bring  into  the 
orbit  of  global  trade  people  who  can  benefit  from  the  investment 
and  trading  opportunities  we  offer,  we  must  ensure  that  their 
policies  benefit  the  interests  of  their  workers."  What  is  true  of 
trade  is  equally  true  with  respect  to  development  finance. 
How  do  we  ensure  that  the  Bretton  Woods  institutions--the  World 
Bank  and  the  IMF--and  the  regional  development  banks,  strengthen 
rather  than  weaken,  the  basic  rights  of  workers,  particularly  in 
their  borrowing  member  countries? 

First,  we  do  not  have  to  reinvent  the  wheel.  There  is 
already  an  international  consensus  on  core  worker  rights.  The 
International  Labor  Organization  (ILO)  has  rightly  stated  that, 
"freedom  of  association  and  the  right  to  organize  are  the 
cornerstones  of  basic  worker  rights."  The  ILO  has  spoken  on  this 
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subject  with  clarity  and  with  force.  Article  2  of  Convention  No. 
87  (1948) --ratified  by  99  member  countries,  but  not  the  United 
States--  declares:  "Workers  and  employers,  without  distinction 
whatsoever,  shall  have  the  right  to  establish  and  subject  to  the 
rules  of  the  organization  concerned,  to  join  organizations  of 
their  own  choosing  without  previous  authorization."  Convention  98 
assures  the  right  to  bargain  collectively  and  to  strike.   If 
workers  are  not  enabled  to  join  unions  of  their  own  choosing  and 
freely  elect  the  leaders  of  such  organizations,  then,  they  are 
not  in  a  position  to  bargain  effectively  with  company  or  national 
authorities  for  the  protection  of  worker  interests. 

Second,  these  core  rights  should  be  the  point  of  departure 
for  American  policy  with  respect  to  worker  rights  in  the 
international  financial  institutions  (IFIs).  The  IFIs  should  be 
encouraged  by  the  U.S.  to  use  their  influence  --including  their 
financial  leverage--with  their  borrowing  member  countries  to 
enable  workers  in  those  countries  to  defend  their  economic 
interests  by  organizing  unions  of  their  own  choosing,  free  of 
government  interference.  The  Bretton  Woods  institutions  would 
thus  be  complementing  their  sister  UN  affiliated  organization, 
the  ILO,  in  enabling  workers  in  borrower  member  countries  to  look 
out  for  the  interests  of  their  members  and  intervene  on  behalf  of 
workers  not  so  well  organized.  This  'approach  is  preferable  to 
trying  to  determine  from  afar  labor  standards  in  individual 
countries . 

Third,  this  can  only  be  accomplished  in  the  IFIs  if  there  is 
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a  change  in  the  culture  of  these  institutions  which  elevates 
worker  rights  to  the  same  plane  of  importance  as  financial  reform 
and  the  creation  of  incentives  for  foreign  investment.  I  have 
addressed  this  issue  in  a  report  prepared  for  the  Economic  Policy 
Institute,  issued  today:  New  Priorities  in  Financing  Latin 
American  Development:  Balancing  Worker  Rights,  Democracy  and 
Financial  Reform.  Suffice  it  to  say  that  there  is  today  a 
complete  imbalance  in  the  priorities  in  these  institutions  to  the 
disadvantage  of  worker  interests.   -  - 

Fourth,  in  bringing  about  this  change  in  the  culture  of 
these  institutions,  the  U.S.  Executive  Directors  (EDs)  of  the 
IFIs  can  play  a  key  role.  Fortunately,  we  have  in  place  with  the 
Clinton  Administration,  in  the  Bretton  Woods  institutions,  EDs 
who  are  sensitive  to  this  imbalance  of  priorities.  If  properly 
supported  by  the  Treasury,  they  can  raise  the  issue  (a)  generally 
in  the  Board  of  Executive  directors  and  with  the  top  management 
of  the  institutions,  and  (b)  in  individual  loan  operations  which 
come  before  them  for  approval.  There  is  reason  to  believe  that 
such  an  initiative  would  be  favorably  received  by  some  directors 
from  other  European  countries. 

A  case  in  point  is  Nicaragua,  where  loan  conditions 
negotiated  with  the  Nicaraguan  authorities  by  World  Bank  staff 
with  respect  to  labor  reforms  undermine  ILO  conventions  87  and 
98.  The  Eds  can  make  it  clear  that  the  United  States  does  not 
favor,  and,  in  the  future,  will  not  approve  conditions  which  have 
the  effect  of  undermining  basic  worker  rights.  (The  Nicaragua 
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financial  assistance  package  was  before  the  Boards  of  Executive 
Directors  of  the  World  Bank  and  IMF  for  consideration,  June  24, 
1994.  ) 

Fifth,  the  IFIs  can  begin  to  institutionalize  worker  rights 
as  a  basic  element  in  their  consideration  of  country  performance, 
which  determines  the  level  of  resources  that  a  country  can  expect 
to  receive  from  these  institutions. 

Under  current  practice,  before  deciding  upon  a  major  lending 
program  with  a  country,  officials  of  the  Bretton  Woods 
institutions,  in  particular,  (and,  in  Latin  America,  the  Inter- 
American  Development  Bank) ,  enter  into  a  coordinated  dialogue 
with  the  authorities  responsible  for  managing  the  economy.  The 
purpose  of  the  dialogue  is  to  reach  a  meeting  of  the  minds  with 
respect  to  the  basic  parameters  of  the  policies  the  government 
will  follow.  The  exact  division  of  labor  among  the  IFIs  has 
become  increasingly  muddied,  but  the  objective  is  clear:  to  agree 
on  policies  and  priorities. 

If  there  is  a  meeting  of  the  minds,  the  result  is 
memorialized  in  a  series  of  memoranda  that  will  be  considered  by 
the  Board  of  Directors  of  the  individual  IFIs  as  a  preliminary  to 
or  as  part  of  financial  assistance  operations:  the  Country 
Economic  Memorandum  or  Policy  Framework  Paper.  In  general  terms, 
these  agreements  will  cover  macro-economic  --fiscal,  monetary  and 
foreign  exchange--  targets;  more  recently,  the  conditions  for  a 
financial  support  program  have  included  privatization  of  state 
owned  enterprises,  trade  liberalization,  reform  of  financial 
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markets,  reduction  of  subsidies,  all  designed  to  deregulate 
markets  and  create  a  climate  conducive  to  attracting  foreign 
direct  investment.  These  general  understandings  are  then 
incorporated  as  specific  conditions  as  a  part  of  individual  loan 
or  financial  support  operations.  .    ; 

Within  this  context,  worker  rights  have  been  accorded  a  low 
priority.  This  should  now  change.  The  status  of  worker  rights, 
and  the  possible  abuse  of  such  rights  should  become  as  natural  a 
part  of  the  review  of  country  performance  as  any  other  of  the 
factors  noted  above.  Protection  of  worker  rights  in  developing 
countries  will  have  benefits  both  for  the  countries  themselves 
and  for  their  long  term  trade  relationship  with  the  United 
States.  Respect  for  worker  rights  in  developing  countries  will 
contribute  to  the  establishment  of  a  larger  internal  market.  This 
in  turn  will  foster  stronger  democracy  and  more  equitable 
distribution  of  income. 

In  a  June  1993  review  of  Mexican  country  performance,  the 
World  Bank  noted  that  should  Mexico  backslide  in  implementing 
economic  reforms  the  Bank  would  lower  the  level  of  its  lending 
program  in  that  country  to  a  core  program.  The  IFIs  have  never 
considered  worker  rights  relevant  to  evaluating  Mexico's 
development  performance.  A  change  in  thinking  along  the  lines  I 
am  advocating  here  would  mean,  for  example,  that  in  the  case  of 
Mexico,  respect  for  core  worker  rights--ILO  conventions  87  and 
98--would  be  as  integral  a  part  of  Mexico's  development 
performance  as  privatization  of  state  enterprises  or  financial 
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market  reforms,  and  as  relevant  in  determining  the  level  of 
resources  a  country  could  expect  to  receive. 

Such  changes  will  not  come  easily.  What  is  fundamentally  at 
issue  is  a  change  in  the  way  we  conceive  development.  To  date,  it 
has  been  narrowly  defined  as  capital  accumulation,  with  some 
concessions  to  the  need  for  investment  in  the  human  resources  of 
a  country  as  a  means  of  improving  its  economic  efficiency  and 
attractiveness  for  foreign  investment.  The  issue  of  enhancing 
worker  rights  goes  to  the  question  of  equity:  who  gains  and  who 
loses  in  the  process  of  development.  It  is  time  to  redress  the 
imbalance,  which,  in  the  IFIs,  has  favored  the  interests  of 
capital  to  the  disadvantage  of  working  people.         Worker 
rights  are  not  a  panacea.  More  effective  enforcement  of  such 
rights  will  not  change  the  influx  of  migrants  to  the  great 
metropolitan  centers  from  the  rural  areas,   which  constitute  a 
downward  pressure  on  wages.  That  is  a  function  of 
underdevelopment  and,  at  times,  near  feudal  rural  conditions  in 
many  countries.  But  it  is  also  true  that  in  many  countries,  as 
shown  in  Brazil,  where  workers  are  free  to  organize  truly 
independent  trade  unions,  labor  can  play  a  constructive  role, 
whether  in  negotiations  with  companies  or  national  economic 
authorities . 

We  should  seek  to  ensure  that,  first,  the  IFIs  do  not 
undermine  that  prospect  and,  second,  where  possible,  they 
facilitate  the  core  worker  rights  to  which  I  have  alluded. 
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Testimony  on  International  Labor  Rights  and  Trade 
Peter  Dorman 

Earlier  this  year  I  was  asked  by  the  U.S.  Department  of  Labor  to 
review  the  literature  on  international  labor  rights  and  trade,   including 
theoretical  analyses,  empirical  studies,  policy  proposals,  and  actual 
historical  experience.   I  have  now  submitted  a  report  based  on  this  work  to 
the  Labor  Department,  and  what  I  would  like  to  do  today  is  to  summarize 
some  of  my  findings.   Here  are  the  main  issues  I  examined: 

l.What  are  the  potential  motives  for  supporting  international  labor 
rights,  and  what  assumptions  underlie  them? 

2. Why  have  we  witnessed  the  dramatic  increase  in  manufactured  imports 
from  less  developed  countries  in  the  past  two  decades? 

3. What  empirical  evidence  exists  for  the  proposition  that 
historically  high  unemployment  and  wage  stagnation  in  the  U.S.  and 
Europe  are  caused  by  this  surge  in  imports? 

4. What  are  the  implications  of  the  conventional  economic  theory  of 
international  trade  for  the  issue  of  labor  standards?  On  what  grounds 
has  this  theory  been  criticized? 

5. How  should  labor  rights  and  standards  be  understood?  Are  they 
essentially  interferences  with  a  the  workings  of  a  market  economy  or 
alternative  bases  for  organizing  one? 

6. What  provisions  have  historically  been  incorporated  in  legislation 
and  treaties  pertaining  to  international  labor  rights?  How  could 
these  rights  be  classified  and  prioritized? 

T.What  theoretical  and  empirical  basis  exists  for  the  claim  that 
labor  rights  actually  influence  labor  market  outcomes?  What  is  the 
magnitude  of  their  effect? 

8. What  basis  exists  for  the  concern  that  increased  labor  rights  in 
the  production  of  tradeable  goods  will  interfere  with  the  process  of 
economic  development? 

9. What  are  the  options  for  international  labor  rights  policy?  What 
are  their  relative  strengths  and  weaknesses?  How  do  political 
constraints  enter  into  the  choice  between  them? 

10. What  are  the  most  important  areas  for  future  research? 

It  is  obviously  not  possible  to  review  all  of  these  topics  in  the 
space  of  a  few  minutes.   Instead,  I  will  focus  on  a  few  points  and  leave 
the  others,  if  you  wish  to  go  into  them,  for  the  question  period. 

First,  a  distinction  should  be  made  between  the  approach  that 
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primarily  sees  labor  rights  as  a  component  of  human  rights  in  general,  and 
the  approach  that  views  activism  on  this  front  as  promoting  an  economic 
interest  that  crosses  national  borders.   The  latter  is  based  on  the  notion 
that  labor  rights  policies,  by   improving  the  living  standards  of  workers 
who  have  historically  been  repressed,  also  benefit  workers  in  exporting 
and  import-  competing  sectors  elsewhere.   The  difference  is  important, 
because  national  sovereignty  is  at  stake.   If  only  a  human  rights 
motivation  is  envisioned,  only  the  most  extreme  violations 
justify  intervention,  since  weight  must  also  be  given  to  value  of 
non-interference  in  the  internal  affairs  of  other  nations.   If  the  economic 
effects  of  denying  labor  rights  are  propagated  worldwide,  on  the  other 
hand,  the  scope  of  justifiable  intervention  is  widened.   For  this  reason, 
before  any  of  the  detailed  questions  are  explored,  it  is  necessary  to 
decide  what  the  policy  objectives  actually  are. 

Second,  the  logical  basis  for  a  more  expansive,  economic  motive  for 
labor  rights  policy  is  in  direct  conflict  with  the  orthodox  theory  of 
international  trade.   This  should  not  be  considered  simply  an  internal 
dispute  among  economists,  since  this  theory  lies  at  the  heart  of  the  GATT, 
and  now  WTO,  process.   Here  is  the  problem:  the  claim  that  workers  in  the 
developed  countries  have  a  material  stake  in  international  harmonization  of 
labor  rights  is  based  on  the  premise  of  "competitiveness".   Denial  of  these 
rights  is  thought  to  lead  to  a  reduction  in  wages  and  labor  costs,  thereby 
intensifying  the  competitive  pressure  on  production  elsewhere.   This 
leaves  workers  in  the  developed  countries  with  a  choice  between  accepting 
a  cut  in  their  own  wages,  higher  unemployment,  or  both.   Under  these 
conditions  the  political  support  for  social  standards  will  evaporate.   But 
such  a  scenario  is  ruled  out  under  the  assvimptions  of  trade  theory.  As  most 
economists  see  it,  any  temporary  trade  imbalance  triggered  by  wage  cost 
reductions  in  one  country  will  ultimately  be  offset  by  exchange  rate 
changes,  restoring  balance  once  again.  This  means  that  workers  displaced  by 
imports  can  generally  expect  to  find  jobs  in  expanding  export  industries. 
It  also  means  that  the  country  forced  to  devalue  its  currency  ultimately 
comes  out  ahead  on  trade;  in  fact,  the  greater  the  cost  reductions  in  the 
first  country,  the  greater  the  trade  benefits  to  the  second.  This  leads  to 
the  conclusion  that,  if  trade  theory  is  correct,  the  entire  conception  of 
"competitiveness"  on  which  labor  rights  activism  (and  many  other  policy 
agendas)  is  based  is  intellectually  unsound.   Trade  theorists  do  recognize, 
of  course,  that,  while  countries  are  believed  to  benefit  in  the  aggregate 
from  free  trade,  individual  interest  may  suffer.   This  is  why  they  are  on 
guard  against  outbreaks  of  protectionism.   From  their  perspective,  the 
campaign  for  international  labor  rights  must  be  protectionist  if  it  is  not 
simply  confused. 

To  establish  a  basis  for  any  but  the  most  minimal  program  in  labor 
rights,  then,  supporters  must  find  grounds  for  criticism  of  trade  theory. 
In  my  report  I  consider  six  of  them;  here  I  will 
mention  three  in  particular. 

First,  for  the  theory  of  comparative  advantage  in  trade  to  hold, 
exchange  rate  adjustment  must  restore  trade  balance  efficiently  and 
costlessly.   There  are  theoretical  and  empirical  grounds  for  doubting  this. 


119 


Trade  accounts,  of  the  U.S.  and  other  countries,  show  no  longer  run 
tendency  toward  balance.   Left  to  their  own  devices,  currency  markets  do 
not  produce  balanced  trade,  and  exchange  rate  intervention  by  governments 
and  central  banks  is  an  uncertain  process  that  may  not  always  provide 
sufficient  adjustment.   In  practice,  countries  wishing  to  erase  serious 
trade  deficits  resort  to  other  mechanisms  not  envisioned  by  trade 
theorists:  microeconomic  ("competitiveness")  policies  and  macroeconomic 
austerity.   These  adjustments  can  be  costly,   offsetting  the  presumed 
advantages  of  liberal  trade.   Second,  trade  theory  abstracts  from  the 
problem  of  unemployed  resources.   Most  trade  models  assume  wages  are,  or 
should  be,  determined  by  an  equilibrium  of  supply  and  demand,  in  which  all 
labor  is  fully  employed.   If  this  is  not  an  adequate  characterization  of 
real-world  labor  markets  or  the  process  by  which  effective  demand  and 
national  income  are  determined,  a  laissez-faire  approach  to  trade  may  not 
be  warranted.  Finally,  trade  theory  assumes  that  each  national  economy,  and 
the  trade-linked  world  taken  as  a  whole,  gravitate  toward  a  unique 
equilibrium.   From  this  perspective,  it  is  the  goal  of  economic  policy, 
above  all,  to  get  out  of  the  way  and  let  this  equilibrium  emerge. 
Contemporary  theoretical  work  in  other  branches  of  economics,  however, 
suggest  that  complex  economies  have  a  vast  number  of  potential  equilibria. 
Some  of  these  may  be  better  than  others,  but  markets  do  not  have  the 
capability  to  compare  and  choose  between  them.   This  requires  some  form  of 
conscious  coordination  if  it  is  not  to  be  left  to  chance.   Thus  room  is 
created  for  a  variety  of  proposals  for  international  collective  action  in 
fields  like  labor  standards,  the  environment,  and  so  on.   For  example,  a 
prominent  argument,  to  which  our  own  Secretary  of  Labor  is  a  partial 
subscriber,  holds  that  several  roads  of  economic  development  lie  before  us. 
Some  are  characterized  by  high  utilization  of  human  potential,  others  by 
making  human  skill  and  ingenuity  as  superfluous  to  production  as  possible. 
Since  the  likelihood  of  any  particular  road  being  selected  depends  on  the 
development  of  a  critical  mass  of  adoptees,  and  since  the  process  is 
worldwide,  a  case  can  be  made  for  upward  labor  harmonization  to  produce  the 
"right"  equilibrium. 

From  this  brief  survey,  I  would  draw  two  conclusions: 

(1)  Policy  advocates  and  economists  can  create  models  to  produce  any 
set  of  desired  conclusions.   This  means  there  can  be  no  purely 
theoretical  resolution  to  the  dispute  between  trade  theorists  and 
their  adversaries.   Assessment  should  depend  on  what  one  believes 
to  be  the  facts  of  the  matter,  and  even  these  may  vary  from  case 
to  case. 

(2)  There  has  been  an  unfortunate  imputation  of  motives  in  this 
debate.   Advocates  of  international  labor  standards  sometimes 
unfairly  accuse  their  opponents  of  indifference  to  the  plight  of 
exploited  workers,  while  advocates  of  unrestricted  trade  may 
return  the  favor  Isy  accusing  their  adversaries  of  ignorance  of 
elementary  economics.   The  issue  is  neither  moral  sensitivity  nor 
intellectual  sophistication,  however.   The  two  sides  to  this 
debate  simply  hold  different  views  on  the  mechanisms  underlying 
international  trade  and  their  consequences  for  national 
economies. 
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A  third  major  issue  has  to  do  with  how  we  think  about  labor  rights. 
Broadly  speaking,  there  are  two  schools  of  thought.   One   is  that  of 
neoclassical  economics,  which  views  markets  as   socially  beneficial 
institutions  capable  of  making  the  best  possible  choices  in  matters  of 
wages  and  prices,  production  methods,  and  outputs.   Adherents  of  this  view 
are  likely  to  see  labor  standards  as  infringements  on  markets,  justifiable 
only  if  they  correct  for  an  identifiable  "market  failure"  like  spillover 
effects  and  public  goods.   Within  this  group,  of  course,  there  will  be 
those  who  see  market  failures  as  common  and  others  who  see  them  as  rare,  or 
overshadowed  by  corresponding  "government  failures".   A  very  different 
position  is  taken  by  those  who  subscribe  to  the  institutionalist  view  that 
markets  are  in  many  respects  incomplete  or  inappropriate  instruments.   For 
instance,  institutionalists  place  more  stress  on  decision-making  within 
institutions,  like  corporations,  where  markets  are  less  decisive.  They 
believe  market  systems  are  based  on  a  substratum  of  legal  and  social 
rights,  and  that  these  rights  can  be  reshuffled  so  that  markets  can  produce 
a  different,  and  perhaps  better,  set  of  results.   They  also  elevate  the 
principle  of  collective  action  as  an  alternative  to  markets,  preferable 
where  individuals  can  coordinate  their  choices  to  mutual  advantage.   For 
institutionalists  (and  this  includes  the  American  tradition  of  "legal 
realism"  as  well) ,  the  establishment  of  labor  rights  can  serve  many  social 
purposes  beside  the  correction  of  identifiable  market  failures.   From  both 
perspectives,  however,  it  is  important  to  distinguish  between  *rights*  that 
determine  who  can  use  what  legal  or  institutional  redress  and  *standards* 
that  specify  specific  minimum  or  maximum  outcomes.   This  distinction  is 
critical  when  we  are  considering  policies  that  will  apply  in  the  very 
different  circumstances  of  advanced  and  developing  countries.   For  obvious 
reasons,  rights  are  preferable  to  standards  in  this  context,  and  standards 
themselves  need  to  be  devised  in  as  flexible  a  fashion  as  possible. 

Finally,  it  is  important  to  emphasize  that  the  list  of  possible  policy 
alternatives  is  long,  and  it  is  permissible  to  mix  and  match.   In  my  report 
I  describe  these  approaches:  the  existing  apparatus  of  the  International 
Labour  Organisation,  the  insertion  of  a  social  clause  in  the  WTO, 
introducing  labor  rights  conditionality  in  international  lending 
institutions,  the  use  of  consumer  labelling  to  convey  information  about 
labor  standards,  codes  of  conduct  for  multinational  corporations,  expanded 
technical  and  financial  assistance  to  developing  countries  to  upgrade  labor 
standards,  and  the  creation  of  an  international  court  of  labor  appeals  with 
the  ability  to  impose  economic  sanctions.   I  found  much  to  recommend  in 
this  last  approach,  either  alone  or  as  part  of  a  more  elaborate  strategy. 
Its  advantages  include: 

1.  It  may  be  the  least  contentious  mechanism  for  introducing  true 
enforceability  to  multilateral  labor  rights  objectives. 

2.  By  the  nature  of  the  adversarial  legal  process,  it  can  take  better 
advantage  of  the  resources  and  energy  of  non-government  organizations 
than  approaches  that  rely  primarily  on  administrative  procedures. 

3.  It  is  flexible,  in  that  it  could  be  implemented  on  the   basis  of  an 
initially  limited  scope  for  review;  later,  as  it  gains  more 
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acceptance,  this  scope  could  be  widened.   It  is  also  flexible  in  its 
adaptation  to  national  differences  in  labor  law. 

4.  It  is  more  truly  symmetrical  than  any  other  enforcement  mechanism. 
Advanced  countries,  which  often  fall  short  of  their  own  aspirational 
statutes  (such  as  our  own),  would  be  as  subject  to  the  court's  review 
as  well  as  developing  countries. 

5.  It  could  serve  as  a  first  step  beyond  the  advisory  role  of  the 
World  Court  in  establishing  the  international  rule  of  law. 

To  close,  I  would  like  to  recommend  that  this  Committee  and  others 
interested  in  the  issue  of  international  labor  rights, 

recognize  the  necessity  for  reciprocity  as  a  governing  principle   in  this 
area.   If  the  United  States  and  other  industrialized 
countries  are  to  ask  that  less  developed  countries  join  them  in 
this  venture,  then  it  is  only  reasonable  that  we  offer  offsetting  benefits. 
These  might  include  increased  trade  access  beyond  that  specified  in  the 
Uruguay  Round,  increased  financial  support  for 
education  and  training,  or  greater  capitalization  and  more 
favorable  conditions  for  multilateral  lending  all,  incidentally,   worth 
supporting  on  their  own  merits. 

Thank  you  for  giving  me  the  opportunity  to  present  my  views 
before  this  Committee. 
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Testimony  on  International  Labor  Rights  and  Trade 

Peter  Dorman 

Earlier  this  year  I  was  asked  by  the  U.S.  Department  of  Labor 
to  review  the  literature  on  international  labor  rights  and  trade, 
including  theoretical  analyses,  empirical  studies,  policy 
proposals,  and  actual  historical  experience.   I  have  now 
submitted  a  report  based  on  this  work  to  the  Labor  Department, 
and  what  I  would  like  to  do  today  is  to  summarize  some  of  my 
findings. 

Here  are  the  main  issues  I  examined: 

1.  What  are  the  potential  motives  for  supporting 
international  labor  rights,  and  what  assumptions 
underlie  them? 

2 .  Why  have  we  witnessed  the  dramatic  increase  in 
manufactured  imports  from  less  developed  countries  in 
the  past  two  decades? 

3.  What  empirical  evidence  exists  for  the  proposition  that 
historically  high  unemployment  and  wage  stagnation  in 
the  U.S.  and  Europe  are  caused  by  this  surge  in 
imports? 

4.  What  are  the  implications  of  the  conventional  economic 
theory  of  international  trade  for  the  issue  of  labor 
standards?  On  what  grounds  has  this  theory  been 
criticized? 

5.  How  should  labor  rights  and  standards  be  understood? 
Are  they  essentially  interferences  with  the  workings  of 
a  market  economy  or  alternative  bases  for  organizing 
one? 

6.  What  provisions  have  historically  been  incorporated  in 
legislation  and  treaties  pertaining  to  international 
labor  rights?  How  could  these  rights  be  classified  and 
prioritized? 

7.  What  theoretical  and  empirical  basis  exists  for  the 
claim  that  labor  rights  actually  influence  labor  market 
outcomes?  What  is  the  magnitude  of  their  effect? 

8.  What  basis  exists  for  the  concern  that  increased  labor 
rights  in  the  production  of  tradeable  goods  will 
interfere  with  the  process  of  economic  development? 

9.  What  are  the  options  for  international  labor  rights 
policy?  What  are  their  relative  strengths  and 
weaknesses?  How  do  political  constraints  enter  into 
the  choice  between  them? 

10.  What  are  the  most  important  areas  for  future  research? 

It  is  obviously  not  possible  to  review  all  of  these  topics  in  the 
space  of  a  few  minutes.   Instead,  I  will  focus  on  a  few  points 
and  leave  the  others,  if  you  wish  to  go  into  them,  for  the 
question  period. 
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First,  a  distinction  should  be  made  between  the  approach  that 
primarily  sees  labor  rights  as  a  component  of  human  rights  in 
general,  and  the  approach  that  views  activism  on  this  front  as 
promoting  an  economic  interest  that  crosses  national  borders. 
The  latter  is  based  on  the  notion  that  labor  rights  policies,  by 
improving  the  living  standards  of  workers  who  have  historically 
been  repressed,  also  benefit  workers  in  exporting  and  import- 
competing  sectors  elsewhere.   The  difference  is  important, 
because  national  sovereignty  is  at  stake.   If  only  a  human  rights 
motivation  is  envisioned,  only  the  most  extreme  violations 
justify  intervention,  since  weight  must  also  be  given  to  value  of 
non-interference  in  the  internal  affairs  of  other  nations.   If 
the  economic  effects  of  denying  labor  rights  are  propagated 
worldwide,  on  the  other  hand,  the  scope  of  justifiable 
intervention  is  widened.   For  this  reason,  before  any  of  the 
detailed  questions  are  explored,  it  is  necessary  to  decide  what 
the  policy  objectives  actually  are. 

Second,  the  logical  basis  for  a  more  expansive,  economic 
motive  for  labor  rights  policy  is  in  direct  conflict  with  the 
orthodox  theory  of  international  trade.   This  should  not  be 
considered  simply  an  internal  dispute  among  economists,  since 
this  theory  lies  at  the  heart  of  the  GATT,  and  now  WTO,  process. 
Here  is  the  problem:  the  claim  that  workers  in  the  developed 
countries  have  a  material  stake  in  international  harmonization  of 
labor  rights  is  based  on  the  premise  of  "competitiveness". 
Denial  of  these  rights  is  thought  to  lead  to  a  reduction  in  wages 
and  labor  costs,  thereby  intensifying  the  competitive  pressure  on 
production  elsewhere.   This  leaves  workers  in  the  developed 
countries  with  a  choice  between  accepting  a  cut  in  their  own 
wages,  higher  unemployment,  or  both.   Under  these  conditions  the 
political  support  for  social  standards  will  evaporate.   But  such 
a  scenario  is  ruled  out  under  the  assumptions  of  trade  theory. 
As  most  economists  see  it,  any  temporary  trade  imbalance 
triggered  by  wage  cost  reductions  in  one  country  will  ultimately 
be  offset  by  exchange  rate  changes,  restoring  balance  once  again. 
This  means  that  workers  displaced  by  imports  can  generally  expect 
to  find  jobs  in  expanding  export  industries.   It  also  means  that 
the  country  forced  to  devalue  its  currency  ultimately  comes  out 
ahead  on  trade;  in  fact,  the  greater  the  cost  reductions  in  the 
first  country,  the  greater  the  trade  benefits  to  the  second.  This 
leads  to  the  conclusion  that,  if  trade  theory  is  correct,  the 
entire  conception  of  "competitiveness"  on  which  labor  rights 
activism  (and  many  other  policy  agendas)  is  based  is  intellec- 
tually unsound.   Trade  theorists  do  recognize,  of  course,  that, 
while  countries  are  believed  to  benefit  in  the  aggregate  from 
free  trade,  individual  interest  may  suffer.   This  is  why  they  are 
on  guard  against  outbreaks  of  protectionism.   From  their 
perspective,  the  campaign  for  international  labor  rights  must  be 
protectionist  if  it  is  not  simply  confused. 

To  establish  a  basis  for  any  but  the  most  minimal  program  in 
labor  rights,  then,  supporters  must  find  grounds  for  criticism  of 
trade  theory.   In  my  report  I  consider  six  of  them;  here  I  will 
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mention  three  in  particular. 

First,  for  the  theory  of  comparative  advantage  in  trade  to 
hold,  exchange  rate  adjustment  must  restore  trade  balance 
efficiently  and  costlessly.   There  are  theoretical  and  empirical 
grounds  for  doubting  this.   Trade  accounts,  of  the  U.S.  and  other 
countries,  show  no  longer  run  tendency  toward  balance.   Left  to 
their  own  devices,  currency  markets  do  not  produce  balanced 
trade,  and  exchange  rate  intervention  by  governments  and  central 
banks  is  an  uncertain  process  that  may  not  always  provide 
sufficient  adjustment.   In  practice,  countries  wishing  to  erase 
serious  trade  deficits  resort  to  other  mechanisms  not  envisioned 
by  trade  theorists:  microeconomic  ("competitiveness")  policies 
and  macroeconomic  austerity.   These  adjustments  can  be  costly, 
offsetting  the  presumed  advantages  of  liberal  trade. 

Second,  trade  theory  abstracts  from  the  problem  of  unemployed 
resources.   Most  trade  models  assume  wages  are,  or  should  be, 
determined  by  an  equilibrium  of  supply  and  demand,  in  which  all 
labor  is  fully  employed.   If  this  is  not  an  adequate 
characterization  of  real-world  labor  markets  or  the  process  by 
which  effective  demand  and  national  income  are  determined,  a 
laissez-faire  approach  to  trade  may  not  be  warranted. 

Finally,  trade  theory  assumes  that  each  national  economy,  and 
the  trade-linked  world  taken  as  a  whole,  gravitates  toward  a 
unique  equilibrium.   From  this  perspective,  it  is  the  goal  of 
economic  policy,  above  all,  to  get  out  of  the  way  and  let  this 
equilibrium  emerge.   Contemporary  theoretical  work  in  other 
branches  of  economics,  however,  suggests  that  complex  economies 
have  a  vast  number  of  potential  equilibria.   Some  of  these  may  be 
better  than  others,  but  markets  do  not  have  the  capability  to 
compare  and  choose  between  them.   This  requires  some  form  of 
conscious  coordination  if  it  is  not  to  be  left  to  chance.   Thus 
room  is  created  for  a  variety  of  proposals  for  international 
collective  action  in  fields  like  labor  standards,  the 
environment,  and  so  on.   For  example,  a  prominent  argument,  to 
which  our  own  Secretary  of  Labor  is  a  partial  subscriber,  holds 
that  several  roads  of  economic  development  lie  before  us.   Some 
are  characterized  by  high  utilization  of  human  potential,  others 
by  making  human  skill  and  ingenuity  as  superfluous  to  production 
as  possible.   Since  the  likelihood  of  any  particular  road  being 
selected  depends  on  the  development  of  a  critical  mass  of 
adoptees,  and  since  the  process  is  worldwide,  a  case  can  be  made 
for  upward  labor  harmonization  to  produce  the  "right" 
equilibrium. 

From  this  brief  survey,  I  would  draw  two  conclusions:   (1) 
Policy  advocates  and  economists  can  create  models  to  produce  any 
set  of  desired  conclusions.   This  means  there  can  be  no  purely 
theoretical  resolution  to  the  dispute  between  trade  theorists  and 
their  adversaries.   Assessment  should  depend  on  what  one  believes 
to  be  the  facts  of  the  matter,  and  even  these  may  vary  from  case 
to  case.   (2)  There  has  been  an  unfortunate  imputation  of  motives 
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in  this  debate.   Advocates  of  international  labor  standards 
sometimes  unfairly  accuse  their  opponents  of  indifference  to  the 
plight  of  exploited  workers,  while  advocates  of  unrestricted 
trade  may  return  the  favor  by  accusing  their  adversaries  of 
ignorance  of  elementary  economics.   The  issue  is  neither  moral 
sensitivity  nor  intellectual  sophistication,  however.   The  two 
sides  to  this  debate  simply  hold  different  views  on  the 
mechanisms  underlying  international  trade  and  their  consequences 
for  national  economies. 

A  third  major  issue  has  to  do  with  how  we  think  about  labor 
rights.   Broadly  speaking,  there  are  two  schools  of  thought.   One 
is  that  of  neoclassical  economics,  which  views  markets  as 
socially  beneficial  institutions  capable  of  making  the  best 
possible  choices  in  matters  of  wages  and  prices,  production 
methods,  and  outputs.   Adherents  of  this  view  are  likely  to  see 
labor  standards  as  infringements  on  markets,  justifiable  only  if 
they  correct  for  an  identifiable  "market  failure"  like  spillover 
effects  and  public  goods.   Within  this  group,  of  course,  there 
will  be  those  who  see  market  failures  as  common  and  others  who 
see  them  as  rare,  or  overshadowed  by  corresponding  "government 
failures".   A  very  different  position  is  taken  by  those  who 
subscribe  to  the  institutionalist  view  that  markets  are  in  many 
respects  incomplete  or  inappropriate  instruments.   For  instance, 
institutionalists  place  more  stress  on  decision-making  within 
institutions,  like  corporations,  where  markets  are  less  decisive. 
They  believe  market  systems  are  based  on  a  substratum  of  legal 
and  social  rights,  and  that  these  rights  can  be  reshuffled  so 
that  markets  can  produce  a  different,  and  perhaps  better,  set  of 
results.   They  also  elevate  the  principle  of  collective  action  as 
an  alternative  to  markets,  preferable  where  individuals  can 
coordinate  their  choices  to  mutual  advantage.   For 
institutionalists  (and  this  includes  the  American  tradition  of 
"legal  realism"  as  well) ,  the  establishment  of  labor  rights  can 
serve  many  social  purposes  beside  the  correction  of  identifiable 
market  failures.   From  both  perspectives,  however,  it  is 
important  to  distinguish  between  *rights*  that  determine  who  can 
use  what  legal  or  institutional  redress  and  *standards*  that 
specify  specific  minimum  or  maximum  outcomes.   This  distinction 
is  critical  when  we  are  considering  policies  that  will  apply  in 
the  very  different  circumstances  of  advanced  and  developing 
countries.   For  obvious  reasons,  rights  are  preferable  to 
standards  in  this  context,  and  standards  themselves  need  to  be 
devised  in  as  flexible  a  fashion  as  possible. 

Finally,  it  is  important  to  emphasize  that  the  list  of 
possible  policy  alternatives  is  long,  and  it  is  permissible  to 
mix  and  match.   In  my  report  I  describe  these  approaches:  the 
existing  apparatus  of  the  International  Labour  Organisation,  the 
insertion  of  a  social  clause  in  the  WTO,  introducing  labor  rights 
conditionality  in  international  lending  institutions,  the  use  of 
consumer  labelling  to  convey  information  about  labor  standards, 
codes  of  conduct  for  multinational  corporations,  expanded 
technical  and  financial  assistance  to  developing  countries  to 
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upgrade  labor  standards,  and  the  creation  of  an  international 
court  of  labor  appeals  with  the  ability  to  impose  economic 
sanctions.   I  found  much  to  recommend  in  this  last  approach, 
either  alone  or  as  part  of  a  more  elaborate  strategy.   Its 
advantages  include: 

1.  It  may  be  the  least  contentious  mechanism  for 
introducing  true  enforceability  to  multilateral  labor 
rights  objectives. 

2.  By  the  nature  of  the  adversarial  legal  process,  it  can 
take  better  advantage  of  the  resources  and  energy  of 
non-government  organizations  than  approaches  that  rely 
primarily  on  administrative  procedures. 

3.  It  is  flexible,  in  that  it  could  be  implemented  on  the 
basis  of  an  initially  limited  scope  for  review;  later, 
as  it  gains  more  acceptance,  this  scope  could  be 
widened.   It  is  also  flexible  in  its  adaptation  to 
national  differences  in  labor  law. 

4 .  It  is  more  truly  symmetrical  than  any  other  enforcement 
mechanism.   Advanced  countries,  which  often  fall  short 
of  their  own  aspirational  statutes  (such  as  our  own) , 
would  be  as  subject  to  the  court's  review  as  developing 
countries. 

5.  It  could  serve  as  a  first  step  beyond  the  advisory  role 
of  the  World  Court  in  establishing  the  international 
rule  of  law. 

To  close,  I  would  like  to  recommend  that  this  Committee  and 
others  interested  in  the  issue  of  international  labor  rights 
recognize  the  necessity  for  reciprocity  as  a  governing  principle 
in  this  area.   If  the  United  States  and  other  industrialized 
countries  are  to  ask  that  less  developed  countries  join  them  in 
this  venture,  then  it  is  only  reasonable  that  we  offer  offsetting 
benefits.   These  might  include  increased  trade  access  beyond  that 
specified  in  the  Uruguay  Round,  increased  financial  support  for 
education  and  training,  or  greater  capitalization  and  more 
favorable  conditions  for  multilateral  lending  all,  incidentally, 
worth  supporting  on  their  own  merits. 

Thank  you  for  giving  me  the  opportunity  to  present  my  views 
before  this  Committee. 
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